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2006 signaled further maturation of RTS! as the feading public company for the provision of odvanced
technology for cancer core. Our business plan and growth strategy continued with success through our
second full year as a public company.

The comerstone of our achievements is o reputation for providing outstanding service and medical core
for our patients in o worm and caring environment, This reputation coupled with stiong disciplined
financiol performance hos continued to moke RTSI the first choice for hospitals, dlinics, and physicians
seeking fo improve or estoblish teading radiation treatment faclities for their cancer patients.

A new and exciting addition to the company is our choritoble foundation which will be dedicated to
education, research, and finoncial assistonce for cancer core. Education of the general publicond
physicians about the lotest odvonces fo combot this dreaded diseose will lead fo o greater knowledge of
available lifesaving and life prolonging techniques. Clinicol research ufilizing our large database,
physicions and staff will lead to beffer outcomes and progress in potient care.

Some 2006 RTS! milestones include:
o Increase in revenves of 29% from $227.3 million (2005) to $294.0 miflion (2006)

o Inceosed use of advanced technologies raised revenue per treatment 14% (2006 vs. 2005)
and increased utilization of IGRT technologies from 5% in the first quarter of 2006 to 28%
in the fourth quarter of 2006

o Increase in net income of 21% from $25.0 million (2005) to $30.3 million (2006)
o Cash Row from operations increased 61% from $22.3 million (2005) to $36.0 milfion (2006)

o Five acquisitions (Bel Air, Maryland; Bevedly Hills and Sante Monica, California; Detrot,
Michigan; and Opp, Alaboma) resulting in 11 new radiation oncology centers treating 200
patients per day and the opening of two new markets in the Los Angeles ond Detroit oreas

o De novo center development continued with respect o two locations in the Scofisdole,
Arizona area, (enters in Naples, Florido, Gettysburg, Pennsylvania and Los Vegas, Nevada
and o cenfer of the Roger Willioms Hospital in Rhode Island

As atways, this very significant progress of our company would not be possible without the commitment
and dedication of our talented and caring employess. We thank them for their efforts and our
sharehalders for their confidence. |

AL&MQM SteeRo, @(

oward M. Sheridan, M.D. Daniel E. Dasoretz, M.D.
Chairman of the Board President and C.E.O.
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Item 1. Business, - .. L , : oo e v -

Overview
We are a provider of radiation therapy services to cancer patients. We gwn, operate and manage treatment centers }
focused principally on providing comprehensive radiation treatment alternatives ranging from conventional external beam‘!
radiation to newer, technologically-advanced oprions. We believe we are the largest company in the United States focused
principally on providing radiation therapy. We opened our first radiation treatment center in 1983. and as of December 31,
2006, we provided radiation therapy in 66 freestanding and 10 hospital-based treatment centers. In 2006 we acquired 11 3\

’ . 1 . .

treatment centers including 7 in Southeastern Michigan. Our freatment centers ate clustered into 24 local markets in 15 states,
including Alabama, Arizona, California, Delaware, Florida, Kentucky, Maryland, Massachusetts, Michigan, Nevada, I}]cv&_‘r
Jersey, New York, North Carolina, Rhode Island and West Virginia. In our 24 years of operation, we have developed a
standardized operating model that enables our treatment centers {0 déliver high-quality, cost-effective patient care. We haye a
highly expeétienced management team and a nuniber of our senior radiation oncologists are nationally recognized by the. | -
American College of Radiation Oncology for excellence and leadership in the field of radiation oncology. We also have |
affiliations with physicians specializing in other areas including gynecological and surgical oncology and urology in a linited

number of our markets to strengthen our clinical working relationships. Ei
I

We completed our initial public offering in June 2004. Qur principal executive office is located at 2234 Colonial |
Boulevard, Fort Myers, Florida and out.telephone number is (239) 931-7275. Weé conduct muich of our business under the -
name of our wholly-owned subsidiary,. 21" Century Oncology, Inc. Our corporate website is wiww.risx.conrand we make g’,l
available copies of our filings with-the Securities and Exchange Commission on our website under the heading “Investor} -
Relations” as soon as reasonably practicable after their filing. Our filings are also available on the Securities and Exchange
Commission’s EDGAR database at www.sec.gov. ) !
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Cancer is the sééond Iéading cause of death-in the United States, exéeeded only by heart disease. In 2007; the Amefican
Cancer Society estimates there will be lf.S .millic.)_n'new cancer cases diagnosed in the United States'and that cancer will' '} .
account for one in every four deaths, = * - ' ‘ : v oo R

o

Treatment Options. There are many types of cancer, each of which is unique in how it grows and how it responds fo

[ . Lo oot a4
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treatment. A physician may choose which treatient or combination of treatments is inost appropriate. Individuals'diagnosed -
with caricer have four general treatment options: o R SR 5 ‘

' . [ | 1"

l,‘

- 124" _' ' . .o L N ) “ o " . -
.« radjation therapy (treatment with radiation to eliminate cancer cells), - . ... ., L
*  surgery (to remove a tumor); Y
!
»  chemotherapy (treatment with anticancer drugs); and.. . . -, - Sy

»  biological therapy (treatment to-stimulate or restore the ability of the immune system to fight infection and l} -
disease). .. ., U S ‘ , _ . ;
! . . L w

We focus principally on radiation therapy, which may be uséd alone or in combination with stfgery, chemotherapy or
biological therapy. 15 '+ Lo e Cow e !
Radiation Therapy. Actording to the Ameriéan Sociéty for Therapeutic Radiology and Oncology, approximately %0%
to 60% of patients diagnosed with cancér receive radiation therapy. Radiation therapy i used to treat-the rost common types
of cancer, including prostate, breast, lung and colorectal cancer, and involves exposing the patient to an external or internal
source of radiation. Radiation therapy can be used to cure cancer by destroying cancer cells and, when curing cancer is nffot
possible, to shrink tumors and reduice pressure, pain and'relidve other symptoms of the cancer to enhance a patient’s'quality
Ofllfe B . “+ E A v, ER LR PR AL PR T B
\ D a ‘
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Radiation Therapy Technology. The radiation utilized by a radiation oncologist for external beam treatments is- l?

produced by a*rpac'hjpg known as a lingat,agcelerator. A normal course of external beam radiation therapy ranges from 20 to

40 total treatments, given daily over a four to eight week period. Recent research has produced new, advanced methods for

performing radiation treatments. These advanced methods result in more effective treatments that minimize the harm to

healthy tissues that surround the tumor and therefore result-in fewer side effects.. - on o i
iroe ty ! et T Lo ! AT c L T I‘
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Radiation Therapy Market. According 1o the American Soctety for Therapeutic Radiology and Oncology, itis
estimated that there are approximately 4,200 radiation oncologists in the United States and over 2,200 hospital and
freestanding radiation therapy centers. We believe that growth in the radiation therapy, market will be driven by the following
trends:

»  aging of the population in the United States, as 77% of all cancers are dlagnosed in people over age 55;

* " earlier detection and diagnosis of cancer;
* increased knowiedge of and demand for advanced treatments by patients;
- = growing utilization of advanced treatment technologies; and

* | discovery of new and innovative means of delivering radiation therapy for the treatment of cancer.

We believe most of our competitors are not in a position to take full advaniage of the opportunities within the market
due to barriers to entry, such'as significant capital requirements, limitéd size of operations, tack of depth in important areas
such as technology, limited number and expenence of physicians, avallabthty of resources and lack of management
experience.

+
t o a ' M . oty ' '

Our Operating Strategy , . A

Our goal is to provide cancer patients with radiation therapy treatments to.maximize clinical outcomes. We focus
principally on providing a broad specirum of radiation therapy in both a patieni-friendly environment and cost-effective
manner; Our model is designed to maximize our relationships'with patients and referring physicians,'as well as attract and
retain radiation oncologists. We believe that our operating strategy enables‘us to maximize. patlent service, quality of care and
financial performance. The key elements of our operating strategy are to: :

Emphasize Patient Service, We focus on providing our patients with an environment that minimizes the stress and
uncertainty of being diagnosed with and treated for cancer. Our goal i is to see patients within 24 hours of a referral and begin
treatment as soon as possible thereafter. Our radiation oncologist discusses the proposed treatment, the possible side effects
and the expected results of treatment with the patient and is available to respond to questions or concerns at any time. Other
services we provide, mclude nutrmonal counselmg and assistance with relmbursement from th]rd-pany payers. We believe
that our focus on patlent service enhances the quality of care provided and differentiates us from other radiation therapy
providers.

Provide Advanced Radranon Treatmem Ahemanves. Within our local markets we are a leader in prowdmg the most
advanced radiation therapy alternatives. The advanced radiation treatment altematlves we provide are designed to deliver
more effective radiation directly to the tumor while minimizing harm to surroundmg tisstes and therefore reducing side ‘
effects. We have directly benefited from the increasing awareness of cancer patients to these advanced radiation treatment
alternatives. .

Establish and Maintain Strong Clinical Relationships with Referring Physicians. Our team.of radiation oncologists
seeks to develop and maintain strong working clinical relationships with referring physicians by:

»  establishing a presence in the medical community and receiving referrals for radiation therapy based on our
reputauon for providing a high standard of quahty patient care;

T,

. provndmg exceilent patient service and mvolvmg the referring phy51c1an in the care of the patlent
» educating our emstmg and potential refemng physmans on new methods of radiation therapy; and

»  strengthening clinical relauonshlps by fully integrating : w1th key physncnans through group practices in selected
markets.

Recruit and Retain Leading Radiation Oncologists‘.' We recruit radiation oncologists with excellent academic and
clinical backgrounds who we believe have potential for professional growth, Our more senior oncologists are members of
numerous professional organizations and have developed national reputations for excellence. We attract and retain radiation
oncologists by: . . . = G ‘

’

‘'« offering them the opportumty to join an: estabhshed team of leaders in the field of radlatlon oncology,

s - tvro '

»  providing them.greater access to advanced technologles N P o
«  offering them the opportunity to develop expertise in advanced treatment procedures; =

+ cnabling them to conduct research and encouraging them to publish their results; and

4




+  providing them with the opportunity to earn above the national average compensation for radiation oncologists?

.t . : . S . -
Cluster Our TreatmgntuCen;ers In Local Markets. We cluster treatment centers in our tocal markets, which enables us
to offer our patients a wide array of radiation therapy services in a cost-effective manner. By concentrating our treatment
centers within a given geography, we are able to leverage our investment in advanced treatment technologies and our clinical
and operational expertise across a larger patient population. Treatment centers in each of our clusters also share support
services, such as physics, which leads to lower operating costs per treatment center. We are also able to better leverage our.

relationships-with managed care payers due to the number of patients treated within our local markets.. -~ -t .+

' ] - t e I v : - |
Continually Enhance Operational Efficiencies. During our 24 years of operations, we have developed a standagdi:!zed
operating model that enables our treatment centers (o cost-effectively deliver high-quality patient care. We continue to i,
enhance our operating performance through the use of established protocols and procedures in our clinical operations; ;':
Furthermore, we have a centralized approach to business functions such as accounting, administration, billing, collection,
marketing and purchasing, which we believe results in significant economies of scale and operating efficiencies. . .,

! .t . »

o “Our Growth Strategy ' S -

-*Our growth strategy is to further increase our market share-within our established local marketsand selectively expand
into new local markets. The key elements of our growth strategy are to: ' ' C ¢

+

o . ’ - .
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Increase Revenue and Profitability of Our Existing Treatment Centers !

We plan to increase revenue and profitability at our treatment centers within esi.ablishéd local markets by: . '
*  increasing clinical referrals from physicians; '’ T : o . Ty
« expanding our offering of advanced treatment services;
+  affiliating with physicians specializing in other areas including gynecological and surgical oncology and urology;

« - adding additional radiation oncologists; and . -~ : - . N

entering into additional payer relationships.

’ . 1 “y

Develop New Treatment Centers Within Qur Existing Local markets , - Lo : o

We plan to develop treatment centers to expand our existing local markets. We have experience in the design and "
construction of radiation tréatment centers, having developed 22 treatment centers located in California, Florida, Maryland,
Nevada and Rhode Island. Our newly-developed treatment centers typically achieve positive cash flow within six to twelve’
months after opening.j o

» [ I . . . Y X i I ,
. : 1

e A L ! . t N ¢ B R TR . . M
Selectively Enter New Local Markets - . ‘ o o . |
We plan‘to selectively expand.into new local markets through acquisition, new treatment center development and |
strategic alliances and joint ventures. We évaluate potential expansion into new local markets based on: . f

- demographic characteristics, including the number and concentration Sf Medicare Tecipierits, population trends and
. historical and projected patient -population growth and radiation treatment volumes;

!

v+ the extent to which we.may have any pre-existing relationships with physicians or hospitals;

L thé current competitive landscape of existing freestanding or hospital'—based radiation treatment centers;

+ the payer environment; and .. .

+ the regulatory environment. -+ ‘ T e e

Expand Through Aéqaisitions. We plan-to enter new local markets through the acqaisition of established treatment
centers that provide us the opportunity to*leverage our current infrastructire. We seek to‘acquire treatment cernters with =
leading radiation oncologists, strong‘c‘liniéal referral sources and substantial prospects for growth. We believe that significant
opportunity exists o add value to acquired treatment cénters by providing advanced radiation therapy technology and b
services and by implemeriting our proven operating model,-which includés our standardized operating systems. In 2006?;we'1
entered 2 new local markets and we acquired |1 treatment centers. We have ¢ntered12 local markets through acquisitions
and have acquired 44 t_r?atment centers to date.

: -t -t St :

. . . L - ] . . -

- Expand Through New Treatment Center Development. Where désirable, we plan to'enter new local markets by
internally developing new radiation treatment centers. To date, we have established 22 treatment centers in 9 local markets

5




located in‘California, Florida, Maryland, Nevada and Rhode Island by intemally developing new radiation treatment centers.
Although we did not internally develop any new treatment centers in 2006, we currently plan to develop new treatment
centers in our new local markets in Palm Sprmgs California and Scottsdale, Anzona, as well as add cehters to ‘our exnsung

markeis in southwest Florida. ! oo

' r . L .o ' 4
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Expand Through Strategic Alliances and Joint Ventures. Weialso plan to enter new local markéts through strategic
ailiances and joint.ventures. To date, we have entered 3 local markets through strategic alliances. These strategic alliances
and joint ventures vary by market and can include the provision of administrative services,-technology services and
professional services or any combination thereof. To date, we have established these arrangements primarily with hospitals
seeking our expertise in providing high-quality, cost-effective radiation therapy. Our desire and ability to enter into' strategic
alliances and joint venture arrangements depends on the regulatory and competitive environment and other economic factors.
We have experience in effectively stfucturing these arrangements in a manner designed to meet the needs of multipte
constituencies, including the physicians, the hospitals and regulatory authormes Strategic alhances and joint-ventures "
provide us with alternative methods to enter attractive new markets. . - . '

Expand Through Affiliations with Other Oncologists and Specialists. Healthcare is delivered locally, and in certain
local markets, it may be advantageous to fully integrate with key physwlans with medical specialties other than radiation
oncology. As the practice of oncology and radiation oncology has become increasingly sophisticated, there has been a need to
integrate other medical specialties in our operanons High precision radlat:on therapy requires close cooperation with other
physicians, often from the surgical fields, to be able to target and treat tumors. In these instances, we believe we can further
strengthen both our clinical working relationships and our standing in the local oncology field. We currently operate as a
group practice in a limited number of our markets, principally with other oncologlsts including gynecological and surgical '
oncologists, and, beginning in December 2005, in one local market with urologists. We plan to continue to seek affiliations
with physicians having specialties other than radiation oncology where desirable.

Operations A

. K : t s [ f

We have 24 years of experience operating radiation treatment centers. We have developed an integrated operating
model, which is comprised of the following key elements:

N e L
In LT e PR

Treatment Center Operations. Our treatment centers are designed specifically to deliver high-quality radiation therapy
in a patient-friendly environment. A treatment center typicatly has one or two lindar accélerators; with additional rooms for
simulators, computed tomography (CT) scans, physician offices; film processing and physics functions. In addition, treatment
centers include a patient waiting room, dressing rooms, exam rooms and hospitality rooms, all of which are designed to
minimize patient stress. ‘ . , . - . . .o

- P ]

Cancer patients referred to one of our radiation oncologists are provided with an initial consultation, which includes an
evaluation of the patient’s condition to determine if radiation therapy is appropriate, followed by a discussion of the effects of
the therapy. If radiation therapy is selected as a method of treatment, the medical staff engages in clinical treatment planning.
Clinical treatment planning utilizes x-rays, CT imaging, ultrasound, positron emission tomography (PET} imaging and, in
many cases, advanced computerized 3-D conformal imaging:programs, in order to locate the tumot, determine the best
treatment modality and the treatment’s optimal radiation dosage, and select the appropriate treatment regimen.

Our radiation treatment centers typically range from 5,000 to 12,000 square feet, have a radiation oncologist and a staff
ranging between 10 and 25 people, depending on treatment center capacity and patient volume. The typical treatment center
staff includes: radiation theraplsts who deliver the radiation therapy, medical assistanis or medlcal technicians, an office
financial manager, receptionist, transcriptionist, block cutter, file clerk and van driver. In markets where we have more than
one treatment center, we can more efficiently provide certain specialists 10 each treatment center, such as physicists,
dosimetrists and engineers who service the treatment centers within that local market.

Standardized Operating Procedures. We have developed standardized operating procedures for our treatment centers
in order.to ensure that our professionals are able to operate uniformly and efficiently. Qur, manuals, policies and procedures-
are refined and modified as needed to increase productivity and efficiency and to provide.for the safety of our employees and
patients, We believe that our standard operating procedures facilitate the interaction of physicians, physicists, dosimetrists
and radiation therapists and permit the interchange of employees among our treatment centers, In addition, standardized
procedures facilitate the training of new employces, o : .

Coding and Billing. Coding involves the translation of data from a patient;s' medical chart to’our't)illi'h;g s"ystem for

submission to third-party payers. Our treatment centers provide radiation therapy. services under approximately 60 different
professional and technical codes, which determine reimbursement; Our Medical Director along with our certified professional
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coders work together to establish coding and billing rules and procedures to be utilized at our radiation treatment centers II

providing consistency across centers. In each radiation treatment center, our office financial manager is in charge of _

executing these rules and procedures with the trained personnel located at each treatment center. To provide an external ¢ !
check on the integrity of the coding process, we have retained the services of a third-party consultant to review and assess our

coding procedures and processes on a periodic basis. Billing and collection functions are centrally performed by a stafY at our

executive offices. . x - t
1 . . ro o i ‘ = ' !

Management Information Systems..We utilize centralized management information systems to closely monitor data
related to each treatment center’s operations and financial performance. Our management information systems are used o
track patient data, physician productivity and coding, as well as billing functions. Our management information systems also
provide monthly budget analyses, financial comparisons to prior periods and comparisons among treatment centers, thus -
enabling management to evaluate the individual and collective performance of our treatment centers. We developeda |
proprietary image and text retrieval system referred to as the Oncology Wide-Area Network, which facilitates the storage and
review of patient medical charts and films. We periodically review our management information systems for possible
refinements and upgrading. Our management information systems personnel install and maintain our system hardware,
develop and maintain specialized software and are able to integrate the systems of the practices we acquire. '

- Engineering and Physics Departments. We have established engineering and physics departments which implemelét
standardized procedures for the acquisition, installation, calibration, use, maintenarice and replacement of our linear
accelerators, simulators .an'd related equipment, ias well as to the overall operation of our treatment centers. Our engineers
perform preventive maintenance, repairs and inétallations of our linear accelerators. This enables our treatment centers to’
maximize equipmeni productivity and to minimize downtime. In addition, the engineering department maintains a warehouse
of linear accélerator parts in ordér to provide equipment backup. Our physicists monitor and test the accuracy and integrity of
each of our linear accelerators on a regular basis to ensure the safety and effectiveness of patient treatment. This testing also
helps ensure that the lincar accelerators are uniformly and properly calibrated.

Total Quality Management Program. We strive to achieve total quality management throughout our organization. “Our
treatment centers, either directly or in cooperation with the appropriate professional corporation or hospital, have a
standardized total quality management program consisting of programs to monitor the design of the individual treatment of
the patient via the evaluation of charts by radiation oncologists, physicists, dosimetrists and radiation therapists and for the
ongoing validation of radiation therapy equipment. Each of our new radiation oncologists is assigned to a senior radiation
oncologist who reviews each patient’s course of treatment through the patient’s medical chart using our Oncology Wide-Area
Network. Furthermore, the data in our patient database is used to evaluate patient outcomes and to modify treatment patterns
as necessary to improve patient care. We also utilize patient questionnaires to monitor patient satisfaction with the radiation
therapy they receive, o, . ‘ ' o

Clinical Research. Wé believe that a well-managed clinical research program enhances the reputation of our radiation
oncologists and our ability to recruit new radiation oncologists, Qur treatment centers participate in national cooperative
group trials and we have a full-time, in-house rzsearch staff to assure compliance with such trials and to perform related "
outcome analysés. We maintain a proprietary database of information on over 77,000 patients. The data collected includés
tumor characteristics such as stage, histology and grade, radiation treatment parameters, other treatments detivered,
complications and information on disease recurrences. In addition, follow-up data on disease status and patient survival rates
are collected. This data can be used by the radiation oncologists to conduct research and improve patient care. We also a$sist
the radiation oncologists with research in the form of outcome studies. These studies often are presented at international -
conferences and published in trade journals. To date, our radiation oncologists have published more than 215 articles in peer

reviewed journals and related pericdicals,

School of Radiation Therapy. In 1989, we founded The Radiation Therapy School for Radiation Therapy Technology,
which is accredited by the Joint Review Commiittee on Education in Radiologic Technology. The school trains individuals to
become radiation therapists. Upon graduation, students become eligible to take the national registry examination
administered by the American Registry of Radiologic Technologists. Radiation therapists are responsible for administering
treatments prescribed by radiation oncologists and monitoring patients while under treatment. Since opening in 1989, the
school has produced 97 graduates, 49 of whom are currently employed by us, ]

Recognizing a growing need for individuals trained in treatment planning, we founded the School for Medical
Dosimetry in 2005. Currently, two senior and four junior students are enrolled in this program. Among other duties, the:
medical dosimetrists, under the supervision of the medicai physicist, are responsible for developing an appropriate treatment
plan according to the radiation oncologist’s prescribed dose for each patient. Upon graduation, these students are eligible to
sit for the certifying examination administered by the Medical Dosimetry Certification Board.




Privacy of Medical Information. We focus on being compliant with regulations under the Health Insirance Portability
and Accountability Act of 1996, or HIPAA, regarding privacy, security and transmission of health-information. We have
implemented such regulations into our.existing systems, standards and policies to ensure compliance.

f ! '

.Compliance Program. We have a compllance program that is consistent w1th guidelines issued by the Office of
Inspector General of the Department of Health and Human Services. As part of this compliance program, we adopted a code
of ethics and have a full-time compliance officer at the corporate level. Our program includes an anonymous hotline reporting
system, compliance training programs, auditing and monitoring programs and a disciplinary system to enforce our code of
ethics and other compliance policies. 1t also includes a process for screening all employees through applicable federal and
state databases of sanctioned individuals. Auditing and monitoring activities include claims preparation and submission and
also cover issues such as coding, billing, and ﬁnan(:lal arrangements with physicians. These areas are also the focus of our
specialized training programs, ” .

) Sé‘rvice 'an_d Treatment Offerings

We believe our radiation treatment centers are distinguishable from those of many of our competitors because we are
able to offer pauenls a full spectrum of radiation therapy alternatives, including conventional external beam radiation therapy
and advanced services such as image guided radiation therapy, intensity modulated radiation therapy, 3-D conformal
treatment planning, brachytherapy (including prostate seed rmp]ams and high dose rate remote aﬁer-]oadmg of radtoactwe )
sources) and stereotactic radiosurgery. Radiation therapy is given in one of two, ways extergally or internaliy, wuh some
cancers treated with both Intemal and external radiation therapy. Most people undergomg radiation therapy for cancer are
treated with external beam radlatlon therapy. Radiation therapy is used to treat the most comimon types of cancers mcludmg
prostate, breast, lung and colorectal.

n . LN

External Beam Therapy. External beam radiation therapy involves exposing the patient to an external source of
radiation through the use of a machine that directs radiation at the cancer. Machines utilized for external beam radiation
therapy vary as some are better for treating cancers near the surface of the skin and others are better for treating cancers,
deeper in the body. A linear accelerator the most common type of machine used for external beam radiation therapy, can
create both high-energy and low- -energy radiation. High-energy radiation is used to treat many types of cancer while low-
energy radiation is used to treat some forms of skin cancer. A course of external beam radiation therapy normally ranges from
20 to 40 treatments. Treatments generally.are given to a patient once each day with each sessmn tasting for 10 to 20 minutes.

Internal Radiation Therapy. Internal radiation therapy also called brachytherapy, involves the placement of the
radiation source inside the body. The source of the radiation (such as radioactive iodine) is sealed in a small holder called an
implant and is introduced through the aid of thin wires or plastic tubes. Internal radiation therapy places the radiation source
as close as possible to the cancer cells and delivers a higher dose of radiation in a shorter time than is p0551bie with external
beam treatments. Internal radiation therapy is typically used for cancers of the lung, esophagus, breast, uterus, thyroid, cervix
and prostate. Implants may be removed afier a short time or left in place permanent}y (W ith the radioactivity of the 1mplam
dissipating over a short time frame). Temporary implants may be either low-dose rate or high-dose rate. Low-dose rate
implants are left in place for several days; high-dose rate implants are removed afier a few minutes.

Since all of our treatment centers are clustered into local markets, our treatment centérs are distinguished from those of
many of our competitors by our ability to offer advanced radiation therapy servicés. Our advanced radiation treatment
services include: image guided radiation therapy, intensity modulated radiation therapy, 3-D conformal treatment planning,
stereotactic radiosurgery and high-dose and low-dose rate brachytherapy.




The following table sets forth the forins of radiation thérapy services and treatments that we offet: o
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Technologies: . ' R R . - Deserlptiom: . - v A - b
Image Guided Radiation Therapy (IGRT) ° - _* Enables radiation oncologists to utilize imaging at time of
. T reatment to loalize tumors and to accurately mirror the!
o : contour of a tumor from any angle. |
- A ' . . . . Hoy o . Lt P P . i B v h
Intensity Modulated Radiation Therapy (IMRT) * * Enables radiation oncologist to adjust the intensity of 3
: . ' . & . .. .... radiation'levels delivered to more effectively treat certain  :
cancers:: o N
Respiratory Gating -~ = s . '+ Enables'radiation oncologist 10 tregit‘c‘ahéers in the lung and
R R wor®at e gpper abdomen with a noninvasive technique that accounts _
vt Co ‘ o -~ *' for respiratory motion allowing more accurate treatment. i
- o O EAEEC SRR M p I
3-D-Conformal Treatment Planning e * Enables radiation oncologist to utilize three dimensional|
SO N - : T *  images of tumors to more accurately and effectively plan
o S ‘.. . L v radiation treatments.’ T :

- 1 ' . . ' e -

Er}ablgs delivery of very high doses of radiation treatment to
cértain lesions such as brain cancers. :
' PR LA , -

R , o .. - ' VL

Stereotactic Radiosurgery CoL _ .
Lo ‘. . . N ' T o

High-Dose Rate Remote Brachytherapy .~ +r .y Enables radiation oncologist to treat cancer by imemally':
L oo i . 1 ow. delivering higher doses of radiation directly to the cancer for
foee e et aw e afewminutes, oo e ; |

i e oo
Enables radiation oncologist to treat cancer by internally |
delivering lower doses of radiation directly to the cancer
" . e N T . -over an extended period of time (e.g., prostate seed .
implants). : D .

o . R A T

Low-Dose Rate Brachytherapy

i [
Image Guided Radiation Therapy. This technology provides the radiation oncologist with a mechanism to achieve

increased precision in radiation therapy targeting..The technique utilizes high-resolution x-rays, CT scans or ultrasound '
imaging to pinpoint internal tumor sites before treatment and overcomes the limitations of conventional skin marking_ 1
traditionally used for patient positioning. IGRT represents the convergence of medical imaging and high precision external
beam therapy. . . ) - o . N
Intensity Modulated Radiation Therapy. With IMRT, radiation can be focused at thousands of pinpoints and deliv"_gred
by varying levels of beam intensity directly to & tumor. Because IMRT uses variable intensity beams, it can be used to treat
tumors to higher doses and bettér spare normal tissue. IMRT technology can be programmed to actuatly wrap and angle
beams of radiation around normal tissue and organs, protecting “good cells” as it destroys the tumor. As such, IMRT patients
typically experiénce fewer side effects, which helps them to maintain their strength and lead more normal lifestyles during
treatment. . T ) : ;
. ) ¢ : . . . : : !
Respiratory gating. This noninvasive technique allows radiation targeting and delivery to account for respiratory ; o
motion in the treatment of cancers in the lung and upper abdomen, protecting healthy structures while directing higher doses -
of radiation to the tumor. Respiratory gating matches radiation treatment to a patient’s respiratory pattern. When a person
breathes, the chest wall moves in and out, and any structures inside the chest and upper abdomen also move. In the past,
when radiation beams were aimed at a targg't-inside those areas of the body, movement had to be accounted for by planning a.
large treatment area. With respiratory gating, radiation treatment is timed to an individua!’s breatliing pattern with the beam
delivered only when the tumor i$ in the targeted area. ' ' ' ol

-
1

3-D Conformal Treatment Planning: 3-D conformal treatment planning and computer simulation produces an acc:uraté
image of the tumor and surrounding organs so that multiple radiation beams can be shaped exactly to the contour of the |
treatment area. Because the radiation beams are precisely focused, nearby normal tissue is spared from radiation..In 3-Dy -

conformal treatment planning, state-of-the-art radiation therapy immobilization devices and computerized dosimetric

software are utilized so that CT scans can be directly incorporated into the radiation therapy plan. - R B

_ Stereotactic Radiosurgery / StEreota;'?tic Radiotherapy. Stereotactic radiosurgery / radiotherap); involves a single 6r a,
few intense high-dose fraction(s) of radiation to a small area. This form of therapy typically is used to treat tumors that
cahnot be treated by other means, such as surgery or chemotherapy. Precise calculations for radiation delivery are réquired.
Treatment also requires extensive clinical planning and is provided in conjunction with the referring surgeon and under the

1
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direct supervision of a radiation oncologist and a physicist. Stereotactic radiosurgery often involves very careful
immobilization of the patient. For example, cranial radiosurgery might involve the use of a neurosurgical head frame to
assure precise tumor localization. With recent advances in imaging technologies, stereotactic technique can now be used to
treat extra-cranial cancers to a higher dose with target localization and i image verifi canons These advances broaden the types
of cancers that can be successfully treated with stereotactic radiosurgery.

Brachytherapy. Brachytherapy involves the use of surgical and fiberoptic procedures to place high-dose rate or low-
dose rate sources of radiation in the patient’s body. This-technique is used for implantation of sources into the prostate, - . -
intraluminal therapy within the esophagus and endobronchial therapy within the lungs. Prostate seed implants involve the
permanent placement of radioactive pellets within the prostate gland.

. High-Dose Rate Remote Brachytherapy. In high-dose rate remote brachytherapy, a computer sends the
radmactlve source through a tube to a catheter or catheters that have been placed near the tumor by the specialist
working with the radiation oncologist. The radloactw:ty remains at the tumor for only a few minutes. In some cases,
several remote treatments may be requ:red and the catheters may stay in place between treatments. High-dose rate
remate brachytherapy is available in most of our local markets and patients ceceiving this treatment are able to retumn *
home afier each treatment. This form of brachytherapy has been used to treat cancers of the cervix, breast, lung, biliary
tree, prostate and esophagus. MammoSiteﬂD Radiation Therapy is used for partial breast irradiation and works by
delwenng radiation from inside the lumpectemy cavxty directly to the tissue where the cancer is most likely to recur.

Low-Dose Rate Brachytherapy. We are actlvely involved in radioactive seed implantation for prostate cancer,
the most frequent application of low-dose rate brachytherapy. There are several advantages to low-dose rate
brachytherapy in the treatment of prostate cancer, including convenience to the patient as the patient generally can

. resume normal daily activities within hours after-the procedure. This procedure is performed by a team of physicians
and staff with nearly a decade of experience in prostate brachytherapy. During the procedure, radioactive sources or
“seeds” are inserted directly into the prostate, minimizing radiation exposure to surrounding tlssues whlle permlttmg an

cscalatlon of the dose ¢oncentrated in the area of the cancer. y
i

AI] of our markets provide external beam treatments and following is a list of the advanced services and treatments that
we offer within each of our 24 iocal markets as of December 31, 2006:

P . ’ ' : e ) ‘Stereotactics .~ Brachytherapy

L . Year  Numbefof \ coen " Extra- - High Low

Local market - 1 . - N Established Centers IMRT 3—2 IGRT. Cranial Cranial 'Dos¢e  Dose
Lee County—Florida..........cccooecivveriniinceeinennnns 1983 R T A S T AL S S
Charlotte/ Desoto Counties—Florida .................. 1986 2 v vV v v v
Sarasota/ Manatee Counties—Florida ................. 1992 4 v v v v vV v
Coliier County_Elérida.................:....: ............... o 1993 . L2 v v R A L, v v
Broward County—Flonda........c.c.oocoue. I IS 1. L L4 VY Y . v v
Dade County—Florida - i 1996 W 2 v Y an . v
Las Vegas, Nevada ......cccocooiiinnecniiecnneeinnnes 1997 9 v v v v o v v
Westchester/ Bronx—New York .........cccoeeern 1997 3 v v v v v v v
Mohawk Valley, New York.....ccccoviiriccvcnrennnn 1998 3 v v v v v v
Delmarva Peninsila . oveeeerienes R 1998 ' 3 v v v Coi v v
Notrthwest Florida ..........c.lccoeienin i T 2001 3 vy v v v
Western North Carolina.......... s 2002 7wV Ny v
Palm Beach County—Florida................ w2002 0 T VY oy v T
Central KENUeKY .coovooecee-lecverererieersceosersoens 2003 3 vty vt v
Florida Keys .......ccmecccrnn S 2003 R B L, %
Southeastern Alabama .........o.eeovieireerereiens 2003 2 v vV Y
Central Maryland..........cccovveceiinnvnccrrn s -2 2003, 4 v ¥ ¥ v
South New Jersey .......cooviimicinvniiieneiees o L2004 T AN T T v v
Rhode Island ................... teemeeeetr e e et nes e 2004 3 vV v v NG
Scottsdale, Arizona........... e Zi b 2005 1 v v v v . VY
Holyoke, Massachusetts......... .ccoconeieincivinnennnne 2005 A SR A . Y v
Palm Springs, California 2005 L v v v v v v v
Los Angeles, Califormnia .....c.ovverveeecienifoe 2006 L2 v S n vV
Southeastern Michigan 2006 Y1V Y e R4

L]
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e : Treatment Centers' . IR
As of December 31, 2006, we owned, operated and managed 66 freestanding and 10 hospital-based treatment centers in
our 24 local markets of which:. . : - Y . St ‘ ’ Y.
+ 22 were internally developed,; ‘ - o o
i : Ji
» 44 were acquired; and |

« 10 are'hospital-based.

Internally Developed. As of December 31, 2006, we operated 22 internally developed treatment centers located in :
California, Florida, Maryland, Nevada and Rhode Island and although we did not internally develop any new treatment
centers in 2006, we plan 1o continue developing new treatment centers within our local markets. Qur team is experienced in
the design and construction of radiation treatment centers, having developed 5 treatment centers in the past three years, Qur
newly-developed treatment centers typically achieve positive cash flow within six to twelve months after opening.. The .
following table sets forth the locations and other information regarding each of our internally developed radiation treatment
centers in our local markets as of December 31, 2006: :

_ Treatment Center . | Year Ownedlilanagea
Lee County—Florida ‘ .
Broadway .......... b OO OO RSO RY PR 1983 . Owned
CAPE COTAl 1.ttt e 1984 . Owned,
Lakes Park.......00.coocomnnnen, OO OO R PO UP PSPPI 1987 Owned
Bonita Springs.......ocomimmeic e OO TSR OO 2002 » Owned
Lehigh ACTES......oerveriistrs it . 2003 . Owned'
Charlotte/ Desoto Counties—Florida
Port Charlotte.....ooveveeerieneeeerereeens ettt ter ety nain VR— 1986 Owned!
CATCAIA oo irt et et e e e AR bR b 1993 . Owned
Sarasota/ Manatee Counties—Florida ‘ 1 '
CENEIEWOOM .ottt st bbb 1992 + Owned
Sarasota......c...... OO U OO P TP SR PTOTOPO PP 1996 ()‘wned}
VEMICE v1vevviereee e e reneresierassanes erteberebetearrereseeenirear etk a R e 1998 Owned
BrAGBIEON ... ..eeivseeoe e ctiiieeeetiressbe s raeme rstdrmceestastan e s b e e b e st e s e e sns s R e e b e e e n ke e br e 2002 Owned
Collier County—Florida . - | . fi
v SOuth NAPIES ..ot thoeeeeciresreecisenissreensn s nsssssees et 1993 . Owned
v, -North Naples.......... e rare s erreeeerereeees TR ety 1999 -Owned
Northwest—Florida s
e DESHD s O YU PUP PPN v 2004 Owned
- Crestview .......... RSOy U P PO SYPYPPRPEISPI, eereenes 2004 -+ . Owned
Palm Beach County—Florida _ . . . '
West Palm Beach (1) .ottt veen 2002 . . Owned
Las Vegas, Nevada , . . _ . . ,
HENAEISON ..ttt s e b 2000 Managed
 LAKE MEAG oo esevevesereees s ereeee st sis s se s as e bRk 2000 . Managed
Central Maryland . '
.., Owings Mills (2).....cco... etersennens er b beaes eereneanees e erse e et 2003 Owned
" Rhode Isfand : L Lo
WOONSOCKEL (3)onmieiiemreniet e e eb st csb st r ettt 2004 - Owned
South County (4)..ccoooriirrnc e, SRR, ST . 2005 ~ Owned
Palm Springs, California T . . ‘
Palm Springs.........cocoo.e. SRR e e s . 2005 Managed
(1) We own a 50.0% ownership interest in the limited liability company (LLC) that provides radiatioh oncologists and ,
operates the treatment center; we also provide physics and dosimetry services to the LLC. ’ o, i
{2) We have a 90.0% ownership interest in this treatment center.
(3) . We have a 62.0% ownership interest in this treatment center.
(4) ' We have a 63.5% ownership interest in this treatment center.. ;
B




Acquired Treatment Centers. As of December 31, 2006, we-gperated 44 acquired treatment centers located in
Alabama, Arizona, California, Florida, Kentucky, Maryland, Massachusetts, Michigan, Nevada, New Jersey, New York,
North'Carolina, and West'Virginia. Over the past three years, we have acquired 24 treatment centers of which 11 were
acquired in 2006. We plan to continue to enter new markets through the acquisition of established treatment centers that. ' .
provide us the opportunity to leverage our current infrastructure. As part of our ongoing acquisition strategy, we continually
evaluate potential acquisition opportunities. o ‘ ‘

The following table sets forth the locations and other information regarding each of the acquired radiation treatment

centers in our local markets as of December 31, 2006:

P

Toaa N
Owned/Managed

Treatment Center

Broward County—Florida

. Deerfield Beach
~Coral Springs

.......................................................................................................

Northwest Florida
’ * Fort Walton Beach
Florida Keys

Las Vegas, Nevada
Las Vegas (2 I0CAHONSY .......vvvveusrerieeeisriesiesssssssssessecsss e s b esesatmsessasaseneeras
-Las Vegas (5 locations)
Westchester/ Bronx—New York

Delmarva Peninsula
Berlin, Maryland (1)
Western North Carolina

................................................................................................

D L R R P R R P T P T TR T
................................................................................................................

Central Kentucky

Louisville (2)

..................................................................................................................

Owned. -
Owned. .-
.Owned. ~
. Owned

- “Owned
Ty
* ‘Owned

Managed .
“Managed

*Managed
* Owned |

Managed
Managed
Managed
Managed
- Managed
 Managed

Managed

-« Owned
- -Owned
Owned

a.'

Southeastern Alabama’

- Managed

South New Jersey
Willingboro
Central Maryland
- Martinsburg, West Virginia-(3)
Greenbelt, Maryland
Belcamp, Maryland (4)
Bel Air, Maryland
Scoitsdale, Arizona _
SCOSAALE ..ce....revveersensssemessassesssssssssssnasessessssansssess st esnnse s esseres s esersnesasnsrrnes
Holyoke, Massachusetts

................................................................................

Los Angeles, California
Santa Monica

...........................................................................................................

' Managed

Owned
Ownec_i )
Owied

Managed
-Managed
Owned
Owned
Owned
Managed

Managed




Treatment Center - ‘ . ) Year Owned/Managed

Beverly Hills..........ocevencininnnd! e er e s ettt saar s teeeeereeies 1 2006 Managed |
Southeastern Michigan ' : o ! o
Pontiac .................. ST STRRSTUUUP UYL SR SN 2006 Managed;
Madison Heights ' . vt 2006 Managed,
Clarkson........ccoovvvvccccccecninnnnnes RO TV TP T U U SO SO - 2006 Managed.

Monroe ....... l . 2006 Managed
Farmington Hills 12006 Managed

2006 " Managed

2006 . . Managed.

(1) Wehave a."SO.l% owner'shib_im'érést'in‘thi's treatment centc“r' N o ) ) . n o

(2) We have a 90.0% ownership interest in this treatment center. “r )
(3) We have a 60.0% ownership interest in this treatment center.
(4) Belcamp treatment center included in the acquisition of the Be! Air, Maryland tréatmeiit center, as we expect 1o

combine the external beam treatments: .

Hospital-Based Treatment Centers. As of December 31,2006, we operated 10 hospital-based treatment centers. We
provide services at all of our hospital-based treaiment centers pursuant to written agreements with the hospitals. Atthe
Florida treatment centers, we provide the services of our radiation oncologists to the hospital and receive the professional
fees charged for such services. We also provide physics and dosimetry services on a fee-for-service basis, In 1998, we 1
entered into a joint venture arrangement with a hospital in Mohawk Valley—New York. We have a 37% interest jn the joint
venture, which provides equipment for the three treatment centers that provide service in the Mohawk Valley local market.
We also manage these treatment centers pursuant o an agreement with the hospital. On May 15, 2002, we executed an ‘
administrative services agreement with a hospital in Bronx, New York to provide administrative services and do so for a
monthly fixed fee. In addition, effective March t, 2006, we extended an administrative services agreement with a hospital in
Salisbury, Maryland to provide administrative services for a'34-month term for a monthly fixed fee. A professional
corporation'owned by certain of our shareholders provides'the radiation oncologists for this treatment center and the” -
treatrient centers in Mohawk Valley—New York. In connection with our hospital-based treatment center services, we !
provide technical and administrative services. Professional servicesin New York are provided by physicians employed by a
professional corporation‘owned by certain of our officers, directors and principal shareholders. Professional services consist
of services provided by radiation oncologists to patients. Technical services consist of the non-professional services provided
by us in connection with radiation treatmients ac ministered to patients. Administrative services consist of services provided
by us to the hospital-based center. The contracts under which the hospital based treatment centers are provided service are -
generally three to seven years with terms for renewal. The following table sets forth the locations and other information -

regarding each of our hospital-based radiation treatment centers in our local markets as of December 31, 2006: '

i
Scrvices Provided |

Trestment Center” * *

Year Professional ‘Technical Administrative

Dade County—-Florida o T .
" Hialeah ...loooroveeeveemiris e SRR L' 4 I
Aventura............ . N ' 1999 v ., v '
Westchester/ Branx—New York ., . _ _ . S . "
Bronx (1) . RO RSOOSR . 2003 .Y oY
Northern Westchester (1) ............. S e SIS TN CR 2005, .Y v
Mohawk Valley—New York R SN “.o, o (T . , bo
UECA (1) oo cecicnienesrs s me st s SR S 1998 . | v o
Rome (1) ..o, 1999 : v v
"Herkirmer (1) ‘ ’ ' 1999 v v
Delmarva Peninsula’ ot oot i :
Salisbury, Maryland (2) : ' : 2003 - - v g
* Seaford, Deldware (2) ......0........ SR U TSRO BUSOR 2003 e v,
Rhode Island’ ' - ' Lo oo ’ ’ '
PLOVIARNCE (3) .vveverrvrroreresessesssssssesesssss s e seseesesesmsssesesnss oo 2005 v vi
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(1)  Professional services are provided by physicians employed by a professional corporation owned by certain of our
officers and directors. Our wholly-owned New York subsidiary contracts with the hospital through an admlmstratlve
services agreement for the provision of technical and administrative services.

(2) Professional services are provided by physicians employed by a professional corporation owned by certain of our
officers and directors. Our wholly-owned Maryland subsidiary contracts with the hospital through an administrative
services agreement for the provision of technical and administrative services.

(3) Professional services are provided by physicians employed by a professional corporation owned by certain of our
officers and directors. Qur wholly-owned Massachusetts subsidiary contracts with the hospltal through an,
administrative services agreement for the provision of technical and administrative services.

Treatment Center Structure

Arizona, Florida, Kentucky, Maryland, New Jersey, and Rhode Island Treatment Centers. In Arizona, Florida, -
Kentucky, Maryland, New Jersey, and Rhode Island we employ or contract with radiation oncologists and other healthcare
professionals. Substantially all of our Florida, Kentucky, Maryland, New Jersey and Rhode Island radiation oncologists have
employment agreements with us, While we exercise legal control over radiation oncologists we employ, we do not exercise
control over, or otherwise influence, their medical judgment or professional decisions. Such radiation oncologists typically
receive a base salary, fringe benefits and may be eligible for an incentive performance bonus. In addition to compensation,
we provide our radiation oncologists with uniform benefit plans, such as disability, retirement, life and group health
insurance and medical malpractice insurance. The radiation oncologists are required to hold a valid-license to practice
medicine in the jurisdiction in which they practice and, with respect to inpatient or hospital services, to become a member of
the medical staff at the contracting hospital with privileges in radiation oncology. We are responsible for billing patients,
hospitals and third-party payers for services rendered by our radiation oncologists. Most of our employment agreements
prohibit the physician from competing with us within a defined geographic area and prohibit solicitation of our radiation
oncologists, other employees or patients for a period of one to two years after termination of employment.

. . L . T

Alabama, California, Delaware, Massachusetts, Michigan, Nevada, NewYork, North Caralina, and West Virginia
Treatment Centers. Many states, including Alabama, California, Delaware, Massachusetts, Michigan, Nevada, New York,
North Carolina, and West Virginia prohibit us from employing radiation oncologists. As a result,' we operate our tréatment . -+
centers in such states pursuant to administrative services agreements between professional corporations and our wholly- .
owned subsidiaries. In the states of Alabama, California and Massachusetts, our treatment centers are operated as physician -
office practices. We typically provide technical services to these treatment centers in addition to our administrative services.
For the years ended December 31, 2005, and 2006 approximately 29.0% and 32.0% of our net patient service revenue,
respectively, was generated by professional corporations with which we have administrative services agreements. The
professional corporations with which we have administrative services agreements in California, Delaware, Massachusetts,
Michigan, Nevada, New York, North Carolina and West Virginia are owned by certain of our executive officers, directors -
and shareholders, who are licensed to practice medicine in the respective state. In Alabama, the professional corporation with,
which we have an administrative services agreement is owned by a radiation oncologist licensed to pracuce medicine in
Alabama.

Our admlmstratlve services agreements generalty obligate us to provide certain treatment centers with equipment,
stafﬂng, accounting services, billing and collection services, management, technical and administrative personnel, a551stance
in managed care contracting and assistance in marketing. Our administrative services agreements typically provide for the
professional corporations to pay us a fixed monthly service fee, which represents the fair market value of our services. It also
provides for the partics to meet annually to reevaluate the value of our services and establish the fair market vatue: In*”
Alabama, California, and Nevada we are paid a fee based upon a fixed percentage of global revenue. In Michigan, we are
paid a fee based upon a fixed percentage of net income. The terms of our administrative services agreements with
professional corporations range from 20 to 25 years and typically renew automatically for additional five-year periods. Under
related agreements in certain states, we have the right to designate purchases of shares held by the physician owners of thé
professional corporations to qualified individuals under certain circumstances. :

Our administrative services agreements contain restrictive covenants that preclude the professional corporations from
hiring another management setvices organization for some period after termination. The professional corparations are parties
to employment agreements with the radiation oncelogists. The terms of these employment agreements typically range from
three to five years depending on the physician’s experience. The employment agreements also typically require the radiation
oncologists o0 use their best efforts to network with referring physicians and otherwise contain covenants not to compete.

Marketing

Our radiation oncologists are primarily referred patients by: primary care physicians, medical oncologists, surgical
oncologists, urologists, pulmonologists, neurosurgeons and other physicians within the medical community. Qur radiation
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oncologists are expected to actively develop their referral base by establishing strong clinical relationships with referring . ;
physicians. Our radiation oncologists develop these relationships by describing the variety and advanced nature ofthe |
therapies offered at our treatment centers, by providing sgm'inars on advanced treatment procedures and by involving the

referring physicians in those advanced treatment procedures. Patient referrals to our radiation qncologi_sts also are inﬂuen({le'd :

by managed care organizations with which we actively pursue contractual agre.er'nems'.

" I' \We create standardized educational and informational miaterials for our treatment centers. In addition, we advertise ?ur
treatment centers and radiation oncologists in select markets. - vt s IR R
f v . ' | . e B N

!
0 ; [T L LA . [
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i

Employees kT : . Lot o
As of December 31, 2006, wé employed approximately 1,240 persons. As'of December 31, 2006, we wete affiliated

with 86 radiation oncélogists of which 65 are employed by us. We do not employ any radiation oncologists in Alabama,
California, Delaware; Maése{chusetts, Michigan, Nevada, New York, I\_Joi'th Caroliria or West Virginia. None of our
cmployees is a party to a collective bargaining agreement and we consider our relationship 'wit_h our employees to be good.
There currently is a nationwide shortage of radiation oncologists, medical techriicians and other medical support persofm?l, '
which makes recruiting and retaining these employees difficult. We provide competitive wages and benefits and offer our
employees a professional work environment that we believe helps us recruit and retain the staff we need to operate and
manage our treatment centers. In addition to our radiation oncologists we currently employ 11 gynecologic oncologists, 8
surgical oncologists and 17 urologists whose practices complement our business in four markets in Florida and in our '
Michigan operations.. - Lo bt A :

. .o
ok . L - . 3t ! o * ‘ !

W . - . B i
.. . . o . . e : A “
Our resuits of operations historically have fluctuated on a quarterly basis and can be expected to continue to fluctuate.
Many of the patients of cur Florida treatment centers are part-time residents in Florida during the winter months. Hence,
these treatment centers have historically experienced higher utilization rates during the winter months than during the
remainder of the year. In addition, referrals are typicaily lower in the summer months due to traditional vacation pen'ods.f}

Seasonality ' . o

Insurance

We are subject to claims and legal actions in the ordinary course of business. To cover these claims, we maintain
professional malpractice liability insurance anc general liability insurance in amounts we believe are sufficient for our
operations. We maintain professional malpractice liability insurance that provides primary coverage on a claims-made basis
per incident and in annual aggregate amounts. Qur professional malpractice liability insurance coverage is provided by ‘!!
Lexington Insurance Company and in tum reinsured by an insurance company owned by certain of our officers and directors.
This insurance company is managed by an affiliate of Aon Corporation. The malpractice insurance provided by this insurance
company varies in coverage limits for individual physicians. The insurance company also carries excess claims-tmade
coverage through Lloyd’s of London in the aggregate amount of $15.0 million.

T

In addition, we currently maintain multiple layers of umbrella coverage through our general liability insurance poliicies
in the aggregate amount of $10.0 million. We maintain Directors and Officers liability insurance in the aggregate amount of
$25.0 million. T \ ’ : '

DR ' - . W
Hazardous Materials

We are subject to various féderal; state and local laws and regulations go;vemi'ﬁé the use, discharge and disposal 6f
hazardous materials, including medical waste products. We believe that all of our treatment centers comply with these lgws
and régulations and we do not anticipate that any of these laws will have a material adverse effect on our operations.

* Although our linear accelerators and certain other equipment do not use radioactive or other hazardous materials; our -
treatment centers do provide specialized treatment involving the implantation of radioactive material in the prostate and othef
organs. The radioactive sources generally are obtained from, and returned to, the suppliers, which have the ultimate
responsibility for their proper disposal. We, however, remain subject to state and federal laws regulating the protection of
employees who miy be exposed to hazardous material and the proper handling, storage and disposal of that material.

. s LI - e . ' ) . n i
Competition : : o ; Lo . C '

The radiation therapy market is highly fragmented and our business is highly competitive. Competition may result from
other radiation oncology practices, solo practitioners, companies in other healthcare industry segments, large physicianigroup -
practices or radiation oncology physician practice management companies, hospitals and other operators of other radiation
treatment centers, some of which may have greater financial and other resources than us.
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Intellectual Property . . o :

We have not reglstered our’ servtce marks or any of our logos w1th the Umted States Patent and Trademark Office.
However, some of our service marks and logos may be subject to other common Taw intellectual property rights, To date, we ;
have ot relied heavily on patents of other intellectiial property in operatmg our business. Nevertheless, some of the
information technology purchased or used’ by us may be patented or subject to other intellectual property rights. As'a result,
we may be found to be, or actions may be brought against us alleging that we are, infringing on the trademark, patent or other
intellectual property rights of others, which could give Tise to substantial clalms against us. In the future, we may wishto |
obtain or develop trademarks, patents or other intellectual property. However, other practices and public entities, mcludmg
universities, may have filed applications for (or have been issued) trademarks or patents that may be the same as or similar to
those developed or otherwise obtained by us or that we may need in the development of our own mtellectual property. The
scope and validity of such trademark patent and other 1ntellectual property rights, the exterit to which we ‘may wish or need
to acquire such rtghts and the cost or avatlabthty of such nghts are presently unknown. In addition, we cannot provide
assurance that others will not obtain access to our intellectual property or mdependently develop the same or similar
mtellectual property to that developed or otherwise obtamed by us..

o, - "‘ L.

Government Regulations- - ) .
S oo o
The-healthcare mdustry is hlghly regulated and the federal and state laws that affect our business are SIgmﬂcam

Federal law and regulations are based primarily upon the Medicare and Medicaid programs, each of which is financed, at
least in part, with federal money. State jurisdiction is based upon the state’s authority 1o license certain categories of
healtheare professionals and providers and the state’s interest in regulating the quality of healthcare in the state, regardiess of
the source of payment. The significant areas of federat and state regulatory laws that could affect our ability to conduct our
business mclude those regarding:

+ false and other improper claims;
»  the Health Insurance Portability- and Accountabllity Act of 1996, or. HlPAA ’ ' :
+  civil and monetary penalties law:;

*  privacy, security and code set regulalions;

« anti-kickback laws; .

. .

= . the Stark Laws and other self-rel‘erral and ﬁnanc1al mducement Iaws, ST ‘ L v

. fee splrttmg, : ) - L

. corporate practice of medicine;, . v
«  anti-trust,

'
+  licensing; and

-+ certificate of need.

+ . * ¢

A violation of these laws could result in civil and criminal penalties, the refund of monies paid by government and/or.
private payers, exclusion of the physician, the practice or us from participation in Medicare and Medicaid programs and/or
the toss of a physician’s license to practice medicine. We believe we exercise care in our efforts to structure our arrangements
and our practices to comply with applicable federal and state laws. We have a Medicare Compliance Committee that
periodically reviews our procedures and a Corporate Compliance Program in place to review our practices. Although we
believe we are in material compliance with all applicable laws, these laws are complex and a review of our practices by a
court, or law enforcement or regulatory authority could result in an adverse determination that could harm our business.
Furthermore, the laws applicable to us are subject to change mterpretatlon and amendment, which could adversely affect our
ability to conduct our business. . .o - o

!
'

We est1mate that apprommately 53%, 50% and 52% of our net patlent service revenue for 2004, 2005 and 2006,
respectively, consisted of reimbursements from Medicaid and Medicare government programs, 'In order to be certified to
participate in the Medicare and Medicaid programs, each provrder must meet applicable regulations of the Department of
Health and Human Services (HHS) relating to, among other things, the type of facility, operating policies and procedures,
maintenance equipment, personnel, standards of medical care and compliance with applicable state and local laws. Qur’
radiation treatment centers are certified to participate in the Medicare and Medicaid programs. :

L




Federal Law : : : . T .

The federal healthcare laws apply in any case in which we are providing an item or service that is reimbursable ﬁnfiel"
Medicare or Medicaid. The principal federal laws that affect our business include those that prohibit the filing of false or
improper claims with the Medicare or Medicaid programs, those that prohibit unlawful inducements for the referral of -
business reimbursable under Medicare or Medicaid and those that prohibit the provision of certain services by a provider to a
patient if the patient was referred by a physician with which the provider has certain types of financial refationships.

False and Other Improper Claims. Under the federal False Claims Act, the government may fine us if we knowingly
submit, or participate in submitting, any. claims for payment to the federal government that are false or fraudulent, or that
contain false or misleading information. A provider can be found liable not only for submitting false claims with actual
knowledge, but also for doing so with reckless disregard or deliberate ignorance of such falseness. In addition, knowingly .
making or using a false record or statement to reeive payment from the federal government is also a violation. 1f we are ever
found to have violated the False Claims Act, we could be required to make significant payments to the government (including
damages and penalties in addition to the reimbursements previously collected) and could be excluded from participating in
Medicare, Medicaid ahd other federal healthcare’ programs. Many states have similar false claims statutes. Healthcare fraud is
a priority of the United States Department of Justice, Office of Inspector General and thé Federal Bureau of Investigation ;F
(“FBI”). They have devoted a significant amount of resources to investigating healthcare fraud.

[

While the criminal statutes generally are réserved for instances evidericing fraudulent intent; the civil and i
administrative penalty statutés are being applied by the federal government in an increasingly broad range of circumstances.
Examples of the type of activity giving rise to liebility for filing false claims include billing for services not rendéred,
misrepresenting services rendered (i.e., mis-coding) and application for duplicate reimbursement. Additionally, the federal
government Lakes the position that a pattern of claiming reimbursement for unnecessary services violates these statutes if the
claimant should have known that the services were unnecessary. The federal government also takes the position that claiming
reimbursement for services that are substandard is a violation of these statutes if the claimant should have known that the care
was substandard. Criminal penalties also are avaitable in the case of claims filed with private insurers if the federal
government shows that the claims constitute mail fraud or wire fraud or violate a number of federal criminal healthcare fraud
statutes. ' ‘

[ N ’ i
State Medicaid agencies also have certain fraud and abuse authority. In addition, private insurers may bring actions. '
under state false claim laws. In certain circumstances, federal and some state'laws authorize private whistleblowers to bring
false claim or “qui tam™ suits on behalf of the government against providers and réward the whistleblower with a portion of
any final recovery: In addition, the federal government has engaged a number of nongovernmental-audit organizations to |-
. , |

assist it in tracking and recovering false claims for healthcare services. '

. . ' . - i : I
Governmental investigations and whistleblower “qui tam” suits against healthcare companies have increased !
. ; ; :

significantly in recent yedrs and have resulted in substantial pénalties and fines. o

We submit thousands of reimbursement claims to Medicare and Medicaid each year and there can be no assurance that
there are no errors. We believe our billing and documentation practices comply with applicable laws and regulations in all
material respects. Although we monitor our billing practices for compliance with applicable laws, such laws are very . '
complex and we might not have sufficient reguiation guidance to assist us in our interpretation of these laws. g

HIPAA Criminal Penalties. The Health Insurance Portability and Accountability Act of 1996, or HIPAA, created
criminal provisions, which impose criminal penalties for fraud against any healthcare benefit program for theft or
‘embezzlement involving healthcare and for false statements in connection with the payment of any health benefits. HIPAA
also provided for broad prosecutorial subpoena authority and authorizéd property forfeiture upon conviction of a federal b
healthcare offense. Significantly, the HIPAA provisions apply not only to federal programs, but also to private health benefit
programs. HIPAA also broadened the authority of the Office of Inspector General {O1G) to exclude participants from federal
healthcare programs. Because of the uncertainties as to how the HIPAA provisions will be enforced, we currently are unable
to predict their ultifnate impact on us. If the govemnment were to seek any substantia! penalties against us, this could have a
material adverse effect on us. - n ' : o ' |

. I

HIPAA Civil Penalties. HIPAA broadenad the scope of certain fraud and abuse laws by adding several civil statutes
that apply o all healthcare services, whether or not they are reimbursed under a federal healthcare program. HIPAA * |
established civil morietary penalties for certain conduct, including upcoding and billing for medically unnecessary goodsior ’
services. C R

+
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HIPAA Administrative Simplifications. HIPAA includes statutory provisions which have authorized the Department .
of Health and Human Services, or HHS to issue regulations and standards for electronic transactions regarding the prlvacy
and secur:ty of healthcare information which apply to us and our treatment centers.

The HIPAA regulations include: ' ‘ : "

*  privacy regulations that protect mdmdua[ privacy by limiting the uses and disclosures of individually identifiable
heaith information and creating various privacy rights for individuals;

LI

security regulations that require covered entities to implement administrative, physical and'tech'nological
safeguards to ensure the conﬁdennallty integrity and availability of mdmdually identifiable health mformatton in’
" electronic form; and

= transaction standards and regulations that prescnbe spec&ﬁc transaction formats and data code sets for spemﬂed
. electronic healthcare transactions.

il

If we fail 1o comply wnth the HIPAA regulatlons we may be subject 1o civil monetary penatties enforced by HHS and
in certain circumstances, criminal penalties enforced by the Department of Justice. Under HIPAA, covered entities may be .
subject to civil monetary penaliies in the amount of $100 per violation, capped at a maximum of $25,000 per year for "
violation of any particular standard. However, civil monetary penalties may not be assessed if a covered entity’s failure to”
comply is based on reasonable cause and not willful neglect, and the failure to comply is remedied within 30 days, or a tonger
period determined to be appropriate by HHS. On April 17, 2003, HHS published an interim final rule regarding civil - .
monetary penalties. The rule largely deals with procedural issues regarding imposition of penalties, and does not address
substantive issues regarding what violations will result in the imposition of a civil monetary penalty and what factors will be
taken into account in determining the amount of a penalty. The U.S. Department of Justice may seek to impose criminal .
penalties for intentional violations of HIPAA. Criminal penalties under HIPAA vary depending upon the nature of the
violation but could include fines of up to $250,000 and/or imprisonment.

The HIPAA regu]atmns related to privacy establtsh comprehenswe federal standards relating to the use and dlsclosure
of individually identifiable health information or protected health information. The privacy regulations establish limits on the
use and disclosure of protected health information, provide for patients’ rights, including rights to access, request amendment

| of, and receive an accounting of certain disclosures of protected health information, and require certain safeguards to protect
protected health information. In general, the privacy regulations do not supersede state laws that are more stringent or grant .
greater privacy rights to individuals. Thus, we must reconcile the privacy regulations and other state privacy taws. Our
operations that are regulated by HIPAA were required to be in compliance with.the privacy regulatlons by April 14, 2003.
We believe our operations are in material compliance with the privacy regulations, but there can be no assurance that the
federal government would determine that we are in compliance.

The HIPAA security regulations establish detailed requirements for safeguarding protected health information that is
electronically transmitted or electronically stored. We were required to comply with the security regulations by April 21,
2005. Some of the security regulations are technical in hature, while others may be addressed through policies and
procedures. The technical regulations required us to incur significant costs in ensuring that our svstems and facilities have in
place all of the administrative, technital and physical safeguards to meet all of the implementation specifications. We believe
our opetations are in material compliance with the security regulations, but there can be no assurance that the federal.
government would determine that we are in comphance

' L}

The HIPAA transact:on standards regulatlons are lntended ] s:mphfy the electronic claims process and other
healthcare transactions by encouraging electronic transmission rather than paper submission. These regulations provide for
uniform standards for data reporting, formatting and ¢oding that we must use in certain transactions with health plans. Qur
compliance date for these regulations was October 16, 2003 and we implemented or upgraded our computer and mformauon
systems as we believed necessary to c0mply with the new regulations. ' . :

Although we: beheve that we are in materlal compllance with these HIPAA regulatlons with which compllance is
currently required, the HIPAA regulations are expected to continue to impact us operationally and financially and will pose
increased regulatory risk.

Anti-Kickback Law Federal law common]y known as the “Anti- lekbaCk Statute” prohibits the knowmg and willful
offer, solicitation, payment or receipt of anythmg of value {direct or indirect, overt or covert, in cash or in kind) which is
intended to induce:

+  the referral of an individual for a service for which payment may be made by Medicare and Medicaid or certain
other federal healthcare programs; or
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+  the ordering, purchasing, leasing, or arranging for, or recommending the purchase, lease or order of, any service or
item for which payment may be made by Medicare, Medicaid or certain other federal healthcare programs. |
The law has been broadly interpreted by a number of courts to prohibit remuneration which is offered or paid for JA
otherwise legitimate purposes if the circumstanc:s show that one purpose of the arrangement is to induce referrals. Even bona
fide investment interests in a healthcare provider may be questioned under the Anti-kickback Statute if the government
concludes that the opportunity to invest was offered as an inducement for referrals. The penalties for violations of this law,
include criminal sanctions including fines and/or imprisonment and exclusion from federal healthcaré programs. - "t

. . : I ) . . . ., . . s, . . . A .

The federal government has published regulations that provide “‘safe-harbors” that protect from prosecution under tl'ﬁe
Anti-kickback Statute business transactions that meet certain requirements. Failure to meet the requirements of a safe harbor,
however, does not necessarily mean a transaction violates the Anti-kickback Statute. There are several aspects of our ©
relationships with physicians to which the Anti-kickback Statute may be relevant. We claim reimbursement from Medicare or
Medicaid for services that are ordered, in some cases, by our radiation oncologists' who hold shares, or options to purchase
shares, of our common stock. In addition, other physicians who are investors ini us may refer patients to us for those services.
Although neither the existing nor potential investments in us by physicians qualify for protection under the safe harbor '
regulations, we do not believe that these activitizs fall within the type of activities the Anti-kickback Statute was intended to
prohibit. We also claim reimbursement from Medicare and Medicaid for services referred from other healthcare providers
with whom we have financial arrangements. While we believé that these arrangements generally fall within applicable safe
harbors or otherwise do not violate the law, there can be no assurance that the government will agree, in which event we
could be harmed. _ . ‘ L . : » ) . “‘

We believe our operations are in material compliance with applicable Medicare and Medicaid and fraud and abuse laws
and seek to structure arrangements to comply with applicable safe harbors where reasonably possible. There is a risk '
howeyer, that the federal government might investigate such arrangements and conclude they violate thfé‘Anti-kickback )
Statute. If our arrangements were found to be illegal, we, the physician groups and/or the individual physicians would be:
subject to civil and criminal penalties, including‘; exclusion from the participation in government reimbursement programs,
and our arrangements would not be legally enforceable, which could materially adversely affect us. | '

Additionally, the OIG issues advisory opinions that provide advice on whether proposed business arrangements violate
the anti-kickback law. In Advisory Opinion 98-4; the OIG addressed physicidn practice management arrangements. In”
Advisory Opinion 98-4, the OIG found that adrninistrative services fees based on a percen_t'age of practice revenue may |
violate the Anti-kickback Statute. This Advisory Opinion suggests that OIG might challenge certain prices below"Medicére -

reimbursement rates or arrangements based on a percentage of revenue. We believe that the fees we charge for our services
under the administrative services agreements are commensurate with the fair market value of the services. While we beli_é:ve

our arrangements are in material compliance with applicable law and regulations, O1G’s advisory opinion suggests thereis a
risk of an adverse OIG finding relating to practices reviewed in the advisory opinion. Any such finding could have a material

adverse impact on us.

o H . Vo ot

The Stark Self-Referral Law. We are also subject to federal and staté statutes banning payments for referial of patients
and referrals by physicians to healthcare providers with whom the physicians have a financial relationship. The Stark Self-
Referral Law (Stark I} prohibits a physician from referring a patient to a healthcare provider for certain designated health
services reimbursable by Medicare or Medicaid if the physician has a financial relationship with that provider, including an
investment interest, a loan or debt relationship or a compensation rélationship. The designated services covered by the law
include radiology Sefvices, infusion therapy, rzdiation therapy and supplies, outpatient prescription drugs and hospital 'L ‘
services, aiong others. In addition to the conduct directly prohibited by the law, the statute alsa prohibits “circu_mv‘entiép '
schemes”, that are designed to obtain referrals indirectly that cannot be "ma.dé directly. The beﬁhltips for violating the la}?';_r ‘

include: ]
L R . )
«  arefund of any Medicare or Mediczid payments for services that resulted from an unlawful referral;
+  civil fines; and ‘ ' . R o

H LA P oty v g e . oo

. L3 Wi [ N .
+ . exclusion from the Medicare and Medicaid programs. " A i R cof
1

Stark 11 contains exceptions applicable to our _operatipﬁs'. For el:xamp‘le,Stark' 1l 'texeippts any referr:als of radiation - _
oncologists for radiation therapy if (1) the request is part of a consultation initiated by another physician; and (2) the tests or
services are furnished by or under the supervision of the radiation oncologist. We believe the services rendered by our .

radiation oncologists will comply with this exception. !
‘i

. S R - LN . K . . S - .
Some physicians who are not radiation oncologists are.employed by companies owned by us or by professional
corporations owned by certain of our directors, officers and principal shareholders with which we have administrative

R =
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services agreements. To the extent these professional corporations employ such physicians, and they are deemed to have
made referrals for radiation therapy, their referrals will be permissible under Stark IT if they meet a separate exception for
employees. The employment exception requires, among other things, that the compensation be consistent with the fair market
value of the services provided, and that it not take into account (dtrectly ar mdtrectly) the volume or value of any referrals by

r

the referring physician.
When physician employees who are not radiation oncologists have ownership interests in our company, additional

Stark Il exceptions may be applied, including the exception for in-office ancillary services. Another-potentially applicable
Stark I[ exception is one for physician’s ownership of publicly traded securities in a corporation with shareholders’ equlty

exceéeding $75 million as of the end of the most recent fi scal year,
I

We believe that our current operations comply in all material respects with Stark I1, due to, among other things, various
exceptions stated in Stark'Il and regulations that exempt either the referral or the financial relationship involved.
Nevertheless, to the extent physicians affiliated with us make referrals to us and a financial relationship exists between the
referring physicians and us, the government might take the position that the arrangement does not comply with Stark [1. Any
such finding could have a matertal adverse 1mpact onus. - . . " T

Voo . i A T

State Law

] ', H

State Anti-Kickback Laws. Many states in which wé operate have laws that prohibit the payment of kickbacks in return
for the referral of patients. Some of these laws apply only to services reimbursable under the state Medicaid program. !
However, a number,of these laws apply to all healthcare semces in the state, regardiess of the source of payment for the
service. A]though we believe that these laws prohiblt payments to referral sources only where a prmmpa] purpose for the
payment is for the referral the laws in most states regarding klckbacks have been subjected to limited judicial and reguiatory
1nterpretat10n and, therefore no assurances can be given that our actwmes will be found to be in compliance. Noncompliance
with such laws could have a imaterial adverse effect upon us and sub;ect us and the physicians involved to penalties and
sanctions. , .

'

State Self-Referral Laws. A number of states in which we operate, such as Florida, have enacted self-referral laws that
are similar in purpose to Stark I[. However each state law is unique. The state laws and regulatlons vary significantly from
state 1o state, are often vague and, in many cases, have not been widely interpreted by courts or regulatory agencies. For
example, some states only prohibit referrals where the, physwlan s fi nanc:a] relationship with a healthcare provider is based
upon an investment interest. Other state laws app]y only to a limited number of designated health services. Fma]ly, some
states do not prohlblt referrals but merely require that a patient be informed of the financial relatlonshlp before the referral is
made

These $tatutes and regulations generally apply to services reimbursed by both governmental and private payers.
Violations of these laws may result in prohibition of payment for services rendered, loss of licenses as well as fines and
criminal penalues State statutes and regulations affecting the referral of patients to healthcare providers range from statutes
and reg,ulauons that are substantlal]y the same as the federal laws and safe harbor regulations to a simple requirement that

~ physicians or other healthcare professionals disclose to patients any financial relationship the physicians or healthcare
professionals have with a healthcare provider that is being recommended to the patients. We believe that we are in
compliance with the self-referral law of each state in which we "have a financial relatlonshlp with a physician, However,
adverse Judicial or adrmnlstrauve mterpretatlons of any of these laws could have a material adverse effect on our operating
resuits and financial tondition. In addition, exparision of our operations into new Jurlsdlctlons or new interpretations of laws
in exnstmg jurisdictions, could require structural and orgamzatlonal modifications of our relationships with physicians to
comply with that jurisdiction’s laws. Such structural and organizational modifications could have a material adverse effect on
our operating results and financial condition.

Fee-Splitting Laws. Many states in which we operate prohibit the splitting or sharing of fees between physicians and
non-physicians. These laws vary from state to state and are enforced by courts and regulatory agencies, each with broad
discretion. Most of the states with fee-splitting laws only prohibit a physician from sharing fees with a'referral source.
However, some states have a broader prohibition against any splitting of a physician’s fees, regardless of whether the other
party i$ a referral source. Some states have mterpreted management agreements between entities and physicians as unlawful
fee-splitting. In most cases, it is not considered to be fee-splitting when the payment made by the physician is reasonable’

reimbursement for services rendered on the physician’s behalf.
RN SR !
In certain states, we receive fees from professional corporations owned by certain of our shareholders under
administrative services agreements. We belleve we structured these fee provisions to comply with applicable state laws

relating to fee-splitting. However, there can be no certainty that, if challenged, either us or the professional corporations will
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be found to be in compliance with each state’s fe:-splitting laws, and, if challenged successfully, this could have a material
adverse effect upon us. - L P Do P

We believe our arrangements with physicizns comply in all material respects with the fee-splitting laws of the states in
which we operate. Nevertheless, it is possible regulatory authorities or other parties could claim we are engaged in fee-
splitting., If such.a claim were successfully assertzd in any jurisdiction, our radiation oncologists could be subject to civil and
criminal penalties, professional discipline and we could be required to restructure our contractual and other arrangements.
Any.restructuring of our contractual and other arrangements.with physician practices could result in lower revenue from sﬁch
practices, increased expenses in the operation of such practices and reduced influence.over the-business decisions of such ‘} .
practices. Alternatively, some of our existing contracts could be found to be illegal and unenforceable, which could resuit in
the termination of those contracts and an associated loss of revenue. In addition, expansion of our operations to other states
with fee:splitting prohibitions may require structural and organizational modification to the form of relationships that we *
currently have with physicians, affiliated practices and hospitals. Any modifications could result in less profitable
relationships with'physicians, affiliated practices and-hospitals, less influence over the.business decisions of physicians an
affiliated practices and failure to achieve our growth objectives. : . : < -

O A R R o o S -

Corporate Practice of Medicine. We are not licensed to practice medicine.. The practice of medicine is conducted |
solely by our licensed radiation oncologists and other licensed physicians. The manner in which licensed physicians can be
organized to perform and bill for medical services is governed by the laws of the state in which medical services are provided
and by the medical boards'or other entities authcrized by such states to oversee the practice of medicine. Most states prohibit
any person or entity other than a licensed professional from holding him, her'or itself out as a provider of diagnoses,
treatment or care of patients. Many states extend this prohibition to bar companies not wholly-owned by licensed physicians
from employifig physicians, a‘bractice commonly referred to as the “Corporaté Practice'df Medicine”, to maintain physician
indep’énde'nc‘c and clinical judgment. : S a

. PREEE PR T P )

Business corporations are generally not permitted under certain state laws to exercise control over the medical K
judgments or decisions of physicians, or engage in certain practices such as fee-splitting with physicians. In states where we
are not permitted to own a medical practice, we perform only non-medical and administrative and support services, do not
represent to the public or clients that we offer professional medical services and'do not exercise influence or control over the

practice of medicine. -,
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Corpb‘i'at'é Practice of Mediciné laws vary widely regarding the extent to which a licensed physician can afﬁlira'te'wiih
corporate entities for the delivery of medical services. Florida is an example of a state that requires all practicing physicians
to meet requirements for safe practice, but it has no, provisions setting forth how physicians can be organized. In Florida, it is
not uncommon. for business corporations to own medical practices. New York, by contrast, prohibits physicians from sharing ,
revenue received in connection with the furnishing of medical care, other than with a partner, employee or associate ina
professional .corporation, subcontractor or physician consultant relationship, We have developed arrangements which we,

believe are in compliance with the Corporate Practice of Medicine laws in the states in which we operate., : i

) We bt:lie\{qi our oper_ations'_ and cor]_tra_c_tua[ arrangements as cqnehtl_y'_c'oﬁdu(':tet_i are in mélrt'e{ia].cbmp]iance with ” '
existing applicable laws. However, we cannot assure you that we will be successful’if our.existing organization and our f
contractual arrangements with the professional corporations are challenged as constituting the unlicensed practice of ‘
medicine. In addition, we might not be able to enforce certain of our arrangements, including non-competjtion agreements
and transition and stock pledge agreements. While the precise penalties for violation of state laws relating to the corporate -
practice of medicine vary from state to state, violations could lead to fines, injunctive relief dissolving a corporate offender or
criminal felopy}‘:_harge_s. Theré can be no assurance that review of our business and the professional corporations by. courts or
regulatory authorities will not result in a determination that could adversely affect their operations or that the healthcare -
regulatory environment will not change so as to restrict existing operations or their expansion. In the event of action by any
regulatory authority. limiting-or prohibiting us ¢r any affiliate from carrying on our business or from expanding our.operations
and our affiliates to certain jurisdictions, structural and organizational modifications of us may, be required, which could
adversely, affect,our ability to conduct our business. . ° o o hr L, ‘ J|

r - ; vy . . . . . T "4 o ' . . I".
:vAntig}hgt Laws. -In connection V;:itl:l tfm Cérpqrate Practice of Medicing 'lziw‘slre,feri'_c‘d to above, certain of the ph){si}:':ian
practices with which we are affiliated are necessarily organized as separate legal entities. As such, the physician practice,
entities may be deemed to be persons separate both from us and from each’other under the antitrust laws and, accordingly,
subject to a wide range of laws that prohibit anticompetitive conduct among separate legal entities.'These laws may limit our
ability to enter into agreements with separate practices that compete with one another. In addition, where we also are seeking
to acquire or,affiliate, with established and reputable practices in our target geographic markets and any market concentration

could lead to antitrust claims. -, , . S o e, . i




We believe we are in material compliance with federal and state antitrust laws and intend to comiply with any state and
federal laws that may affect the development of our business. There can be no assurance, however, that a réview of our*
business by courts or regulatory authorities would not adversely affect the operattons of us and our afﬁltated physrcnan

practice enttttes '

State Licensing. As a provider of radiation therapy services in the states in which we operate, we must maintain corrent
occupational'and use licenses for our treatment centers as healthcare facilities and machine registrations for our {linear
accelerators and simulators. Additionally, we must maintain radioactive material licenses for each of our treatment centers
which utilize radioactive sources. We believe thadt we possess or have applied f‘or all requtsne state and local Itcenses and are
in material compltance with all state and local ltcenSmg requirements. ‘

Cemf‘ cate of Need. Many states in whtch we operate have Certificate of Need (CON) laws that requ:re phyStClanS or
health care factlities seeking to initiate or expand services to submit an application to the state. In some states, approval must
be obtained before initiating projects requiring capital expenditures above a certain dollar amount, introducing new services
and/for expanding services. The CON program is intended to prevent unnecessary duplication of services and can be a
competitive process whereby only one proposal among competing applicants who wish to provide a particular health service
is chosen or a proposal by one appltcant is challenged by another prowder who may prevatl in gettmg the state to deny the
addition of the SEIVICE. ' : s
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In certain states these CON statutes and regulattons apply to our related phy51c1an corporations and in others it applies
to hospitals where we have management agreements or _|0|I'II venture relattonshlps - K . .

We believe that we have applted for all requisite state CON approvals or notlﬁed state authortttes as requ1red by statute
and are in material compliance with state requirements. There can be no assurance, however, that a review of our business or
proposed new practices by regulatory authorities would not adversely affect the operattons of us and our affiliated physrc:an
practice entities. _ . . L e Gt

R . Reimbursement and Cost Containment
' . 0 : - + . - N P
Reimbursement. We provide a full range of both professional and technical services. Those services'include the initial .
consultation, clinical treatment planning, simulation, medtcal radiation physlcs dosimetry, treatment dewces specnal services
and clinical treatment management procedures '

* . ior t

The initial consultation is charged as a professional fee for evaluation of the pauent priar to the decision to téeat the-
patient with radiation therapy The clinical treatment planning also i5 reimbursed as'a technical and professional component.
Simulation of the patient prior to treatment involves both a technical and a professional component, as the treatment plan is
verified with the use of 4 simulator accompanied by thé'physician’s'approval of the plan. The medical radiation physics,
dosimetry, treatment devices and special services also include both professional and tec¢hnical components. The basic
dosimetry calculation is accomplished, treatment devices are specified and approved, and the physicist consults with the
radiation oncologtst all as professional and technical components of the charge Spec1al blocks, wedges shields, or casts are
fabricated, all as a technical and professional component.

The delivery of the radiation treatment from the linear accelerator is a technical charge. The clinical treatment
administrative services fee is the professmnal fee charged weekly for the physician’s management of the patient’s treatment.
Global fees containing both professnonal and technical components also are charged for specialized treaiment such as
hyperthermia, clinical mtracavrtary hyperthermia, c]mtcal brachytherapy, mterstmal rad1oelement appllcattons and remote
after-loading of rad1oact1ve sources

" d . . . 1 .- c 4

" Coding and billing for radiation therapy is complex. We maintain a staff of coding professionals responsible for
interpreting the services documented on the patients” charts to determine the appropriate coding of services for billing of
third-party payers. This staff provides coding and billing services for all of our treatment centers except for four treatment
centers in New York, In addition, we do not provide coding and billing services to hospitals where we are providing only the
professional component of radiation treatment services. We provide training for our codmg staff and believe that aur coding
and btlltng expertise result in approprtate and timely reimbursement.’

Cost Containment. We derived approximately 53%, 50% and 52% of our net patient service revenue for the years
ended December 31, 2004, 2005 and 2006, respectively, from payments made by government sponsored healthcare -
programs, principally Medicare. These programs are subject to substantial regulation by the federal and state governments.
Any change in payment regulations, policies, practices, interpretations or statutes that place limitations on reimbursement *

] "
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amounts, or changes in reimbursement coding, or practices could materially and adversely affect our financial condition and
results of operations. o - . _ 3 ) .

In recent years, fﬁe federal government has sought to constrain the growth of spending in the Medicare and Medicaid’
programs. Through the Medicare program, the federal government has implemented a resource-based relative value scale
(RBRVS) payment ‘methodo]t‘)gy for physician services. RBRVS is a fee schedule that, except for certain geographical and
other adjustments, pays similarly situated physicians the same,amount for the same services. The RBRVS is adjusted each
year and is subject to increases or decreases at the discretion of Congress. Changes in the RBRVS may result in reductions in
payment rates for procedures provided by the Company. RBRVS-type payment systems also have been adopted by certain
private third-party payers and may become a predominant payment methodology. Broader implementation of such programs
could reduce payments by private third-party pavers and could indirectly reduce our operating margins to the extent that the
cost of providing management services related to such procedures could not be proportionately reduced. To the extent our| ,
costs increase, we may not be able to recover such cost increases from government reimbursement programs. In addition,
because of cost containment measures and markat changes in non-governmental insurance plans, we may not be able to shift
cost increases to non-governmental payers. Changes in the RBRVS could result in a reduction from historical levels in per
patient Medicare revenue received by us; however, we do not believe such reductions would, if implemented, result in a
material adverse effect on us. S _ ) “

) . . s UERE - . VL ) . . . . o

In addition to current governmental regulation, both federa! and stat¢ governments periodically propose legislation for .
comprehensive reforms affecting the payment for and availability ‘of healthcare services. Aspects of certain of such healthcare
proposals, such as reductions in Medicare and Medicaid payments, if adopted, could adversely affect us, Other aspects of;
such proposals, such as universal healih insurance coverage and coverage of certain previously uncovered services, could,
have a positive i'mp'ac,t, on our business. It is not possjbléht this time to predict what, if any, reforms will be adopted by L
Congress or state legislatures, or when such reforms would be adopted and implemented. As healthcare reform progresses

and the regulatory, environment accqmmbdates reform, it is likely that changes in state and federal regulations will necessitate

modifications to our agreements and operations, While we believe"we will be able to restructure in accordance with |

applicable laws and regulations, we cannot assure that such restructuring in all cases will be possible or profitable.

Although governmental paymient réducticns have not materially affected us in the past, it is possible that such changes
in the future could have a material adverse effect on our financial condition and results of operations. In addition, Medicare,
Medicaid and other government sponsored healthcare programs are increasingly shifting to some form of managed care. -
Additionally, funds received under all healthcare reimbursement programs are subject to audit with respect to the proper |
billing for physician services. Retroactive adjustments of revenue from these programs could occur. We expect that there|will
continue to be proposals to reduce or limit Medicare and Medicaid payment for services.

Rates paid by private third-party payers, including those that provide Medicare supplemental insurance, are based on
established physician, clinic and hospital charges and are generally higher than Medicare payment rates. Changes in the mix
of our patients between non-governmental payers and government sponsored healthcare programs, and among different types

of non-government payer sources, could have a material adverse effect on us. ;
' - . L} N A

* Reevaluations an‘|d Examination of Billing. Payers periodically reevaluate the services they cover. In some cases, '
government payers such as Medicare and Medicaid also may seek to recoup payments previously made for services”
determined not to be covered. Any such action by payers would have an adverse affect on our revenue and earnings.

Due to the uncertain nature of coding for radiation therapy services, we could be required to change coding practices or
repay amounts paid for incorrect practices eithcr of which could have a materially adverse effect on our operating results and

financial condition. S : - !
]
Other Regulations. In addition, we are subject to licensing and regulation under federal, state and local laws relating to

the collecting, storing, handling and disposal of infectious and hazardous waste and radioactive materials as well as the safety
and health of laboratory employees. We believe our operations are in material compliance with applicable federal and state
laws and regulations relating to the collection, storage, handling, treatment and disposa! of all infectious and hazardous waste
and radidactive materials. Nevertheless, there can be no assurance that our current or past operations would be deemed to be
in compliance with applicable laws and regulations, and any noncompliance could result in a material adverse effect on us.
We utilize licensed vendors for the disposal of such specimen and waste. ! o !

In addition to our comprehensive regulation of safety in the workplace, the federal Occupational Safety and Health
Administration (OSHA) has established extensive fequirements relating to workplace safety for héalthcare employees, whose
workers may be exposed to blood-borne pathogens, such as HIV and the hepatitis B virus. These regulations require work
practice controls,.protective clothing and equipment, training, medical follow-up, vaccinations and other measures designed
to minimize exposure to, and transmission of, blood-borne pathogens. X
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Healthcare reform. The healthcare industry continues to attract much legislative interest and public attention. In recent
years, an increasing number of legislative proposals have been introduced or proposed in Congress and in some state -
legislatures that would effect major changes in the healthcare system. Proposals that have been considered include changes in
Medicare, Medicaid and other programs, cost controls on hospltals and mandatory health insurance coverage for employees.
The costs of 1mp]emennng some of these proposals would be financed, in part, by reduction in payments 1o healthcare
providers under Medicare, Medicaid, and other government programs. We cannot predict thé course of future-healthcare ™ <
legislation of other changes in the administration or interpretation of governmental healthcare programs and the effect that *
any legis]anon interpretation, or change may have on us. " -

" . »

Item lA Rlsk Factors . BT - . . ]

* Investing in our common stock mvo!ves risk. You should careﬁ:l!y consider lhe jb!!owmg risks, as well as the other
information contamed in this IO-K mc!udmg our consolzdaled 7 nanc.‘ral .statemem.s and the related notes, before investing in
our common s!ock .

[ A o L . - ‘

I R TR v . e

<o % .- s Risks Related to Our Business - ! L s R
We depend on payments from government Medicare and Medicaid programs for a significant amaum‘ of our revenue and
our business could be materially. harmed by any changes that result in reimbursement reductwns SRRSO

L

* Our payer mix is highly focused toward Medicare patlents due to the hlgh proportron ‘of cancer patlents over the age of
65. We estimate that approxlmately 53%, 50% and 52% of our net patient service revenue for 2004} 2005 and 2006, o
respectively, consisted of payments from Medicare and Medicaid. These government programs generally reimburse us on a
fee-for-service basis based on predetermmed government re1mbursement rate schedules. As a result of | these reimbutsement
schedules, we are limited in the amount we can tecord as revenue for our services froin these govemmem programs. If our
operating costs increase, we will not be able to recover these costs from government payets. Medicare relmbursement rates
are determined by a formula which takes into account an mdustry wide conversion factor (CF) which may change on an
annual basis. in 2003, the CF increased by 1.6%; in 2004, it incréased by 1.5%; in 2005, the rate incieased an additional
1.5%; and in 2006 the CF remained unchanged at the 2005 level. The net result of these changes in the conversion fagtor in
the past several years has not had a sngmﬁcant 1mpact on our business. There can be no ‘assurance that increases will continue,
scheduled increases will materlallze or decreases w1ll not occur in the future Changes in the Medmare Medicaid or similar
government programs that llmrt or reduce the amounts pald to us for any of our services or spec1f'|c procedures could cause
our revenue and proﬁtablhty to decline.

e ' . s

If payments by managed care organizations and ather commercml payers decrease, our revenue and profi tabrhty could be

adversely affected. T o o R I

We estimate that approxiniately 46%, 47%and 46% of our het patient service revenue for 2004 2005 and 2006,
respectively, was derived from commercial payers such as managed care organizations and prwate health i msurance o
programs. These commercial payers generally pay us for the services rendered to an insured patlent based upon
predetermined rates. Managed care organizations typically pay at lower rates than private health insurance programs. While
commercial payer rates are generally ‘higher than government program relmbursement rates, commercnal ,payer rates are
based in part on Medicare rermbursement rates and ~when Medicare rates are [owered commerenal rates are often lowered as
well. If managed care organizations and other private insurers reduce their rates or we experience a significant shift in our
revenue mix toward additional managed care-payers or Medicare or Medicaid reimbursements, then our revenue and.
profitability will decline and our operating margins will be reduced. Any inability to maintain suitable financial arrangements.
with commercial payers could have a material adverse impact on our business.

-

We have potential conflicts of interest relatmg to'our related party transactions wh:ch could harm our business.

" We have potential conflicts of interest relating to existing agreements we have with certain of our directors, officers,
principal shareholders, shareholders and employees. In 2004, 2005 and 2006, we pald an aggregate of $8.1 million, $7.3
million and $11.8 million, respectlvely under our related party agreements and we received $26.7 million, $24.8 million and
$35.0 million, respectively pursuant to our admlmstratlve service agreements with related parties. Potential conflicts of .
interest can exist if a related party director or officer has to make a dec1sron that has different implications for us, “and the
related party.

If a dlspute arises in conneeuon vmh any of these agreements if not resolved sausfactoniy to us, our busmess could be
harmed. These agreements include our: . ‘ , . c

L ’ - 3 ’ 1
‘«  administrative services agreements with professional corporations that are owned by certain of our directors, .
officers and principal shareholders; » e I . ‘ Fooenov
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. leases we have entered into with entities owned by certain of our directors, officers, and principal shareholders;
’ . . . [

and e N oL

+  medical malpractice insurance which we acquire from an entity owned by certain of our directors, officers, and
principal shareholders. -

In California, Maryiand, Massachusetts, Michigan, Nevada, New York and North Carolina, we have administrative
services agreements with professional corporations that are owned by certain of our directors, officers and principal  *
shareholders. Michael J. Katin, M.D., a directot, is a licensed physician in the states of Califomia, Michigan, Nevada and
North Carolina and we have administrative services agreements with his professional corporations in these states. In the state
of New York, our Chairman, Howard M. Sheridan, M.D., our Chief Executive Officer and President, Daniel E. Dosoretz,
M.D., our Medical Director, James H. Rubenstein, M.D. and Dr..Katin, are licensed physicians and we have administrative
services agreeiments with their professional compdration. Additionally, Dr. Katin, a principal shareholder, is a licensed
physician in the state of Maryland and we have an administrative services agreement with his professional corporation in'this
state. While we have transition agreements in place-in all states except New York that provide us with the ability to designate
qualified successor physician owners of the shares held by the physician owners of these professional corporations upon the
occurrence of certain events, there can be no assurance that we will be able to enforce them under the laws of the respective
states or that they will not'be challenged by regulatory ‘agencies. Potential conflicts of interest may arise'in connection with
the administrative services agreements that may have materially different implications for.us and the proféssional® i
corporations and there can be no assurance that it will niot harm i1, For example, we are generally paid a fixed annual fe€ on
a monthly basis by the professional corporatiofis for our services,'which are generally subject to renegotiation on an'anntial
basis. We may be unable to renegotiate acceptable fées, in which'event many of the administrative services agreements )
provide for binding arbitration, If we are-unsuccessful in renegotiations or arbitration this could negatively impact our g
operating margins or result in the termination cf our administrative services agreements. ' ) - ' o

. L ] . . . A [ Lo : to ¥

Additionally, we lease 14 of our properties from ownership groups that consist of certain of our directors, officers, . -
principal shareholders, shareholders and empleyees. Our lease for the Broadway office in Fort Myers, Florida is on a month- .
to-month basis and there can be no assurance that it will continue in the future. We may be unable to renegotiate these leases

when they come up for renewal on terms acceptable to us, if at all. ) . + .

in October 2003, we replaced our existing third-party medical malpractice insurance coverage with coverage we
obtained from a newly-formed insurance entity, which is owned by physi¢ians including Drs. Katin, Dosoretz, Rubenstein
and Sheridan: We renewed this coverage in'October 2004, 2005 and 2006 which was approved by the audit cominittee. We
may be unable to renegotiate this coverage at acceptable rates.and comparable coverage may not be available from third-
party insurance companies. If we are unsuccessful in renewing our malpractice insurance coverage, we may not be able to
continiie 10 operate without being exposed to Substantial risks of claims being made against us for damage awards we are |
unable to pay. ° h T e . s C

] A - . Lt L oyt S P v - ) . oy
All transactions between us and any related party:afier our June 2004 initial public offering are'subject-to approval by
the audit commitiee and disputes will be handled by the audit.committee. There can be no assurance that the above ot al}y - ,

future conflicts of interest will be resolved in our favor. If not resolved, such conflicts could harm our business.. . "' . |

In certain states we depend on administrative services agreements with professional corporations, including related [.;'arty
professional corporations, and if we are unable to continue to enter into them or they.are terminated, we could be  +

materially harmed. . ) o ) \ - C
Certain states, including Alabama; California, Maryland, Massachusetts, Michigan, Nevada, New. York and-North
Carolina, have laws prohibiting business corporations from employing physicians. Qur treatment centers in Alabama,. "’
Massachusetts, Michigan, Nevada, New York and North Carolina, operate through administrative services agreements with -
professional corporations that employ the radiation oncologists who provide professional services at the treatment centers in
those states. In 2004, 2005 and 2006, $45.8. million, $62.2'million and $88.2 million, respectively, of our net patient service
revenue was derived from.administrative services agreements, as opposed to $1.17.9 mitlion, $155.4 million and $195.9
million from all of our other centers. The professional corporations in these states are currently owned by certain of our
directors, officers and principal shareholders, who are licensed to practice medicine in those states. As we enter into new.
states that will require an administrative services agreement, there can be no assurance that a related party professional®
corporation, or any professional corporation, will be willing or able to enter into an administrative services agreement. -
Furthermore, if we enter into an administrative services agreement with an unrelated party there could be an increased risk of
differences arising or future termination.-We cannot assure you that a professional corporation will not seek to terminate an
agreement with us on the basis that it violates the applicable state laws prohibiting the corporate practice of medicine or any
other basis nor can we assure yoil that governmental dutharities in those states will not seek termination of these ]
arrangements on the same basis. While we have not been subject to sich proceedings in the past, nor are we currently a\:'r\avare
i
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of any other corporations that are subject to such proceedings, we could be materially harmed if any state governmental
authorities or the professional corporations with which we have an administrative services agreement were to succeed in such
a termination.

2

We depend on recruiting and retaining radiation encolegists and other qualified healtheare proféssié}:a!s Jor our success
and our ability to enforce the non-competition covenants with radiation oncologists.

Our success is dependent upon our continuing ability to recruit, train and retain or affiliate with radiation oncologists,
physicists, dosimetrists, radiation therapists and medical technicians. While there is currently a national shortage of these
healthcare professionals, we have not experienced significant problems attracting and retaining key personnel and
professionals in the recent past. We face competition for such personnel from other healthcare providers, research and
academic institutions, government entities.and other organizations. In the event we are-unable to recruit and retain these
professionals, such shortages could have a material adverse effect on our ability to‘grow, Additionally, many of our senior
radiation oncologists, due to their reputations and experience, are very important in the recruitment and education of radiation
oncologists. The loss of any such senior radiation oncologists could negatlve]y 1mpact us.

.

Allof our radtatton oncologists except etght are employed under employment agreemems whtch among other
provisions, provide that the radiation oncologists will not compete with us (or the professional corporanons contracting with
us) for a period of time after employment terminates. Such covenants not to compete are enforced.to varying degrees from
state to state. In most states, a covenant not to compete will be enforced only to the extent that it is necessary to protect the
legitimate business interest of the party seekmg enforcement, that it does not unreasonably restrain the party against whom
enforcement is sought and that it is not contrary to the public interest. This determination is made based upon all the facts and
circumstances of the specific case at the time enforcement is sought 1t is unclear whether our interests under our
administrative services agreements will be viewed by courts as the type of_‘ protected business interest that would permit us or
the professional corporations to enforce a non-competition covenant against the radiation oncologists. Since our success
depends in substantial part on our ability to preserve the business of our radiation oncologists, a determination that these
provisions will not be enforced could have a matenal adverse effect on us.
We depend on our senior management and we may be materially harmed if we lose any member of oui senior
management,

We are dependent upon the services of our semor management especml]y Dr. Dosoretz our Chief Executive Officer
and President, and Dr. Rubenstem our Medical.Director. We have entered into executive employment agreements with Drs.
Dosoretz and Rubenstein. The initial term of the employment agreements is three years,and they renew automatically for
successive two year terms unless 120 days.prior notice is given by either party. Because these members of our senjor
management team have been with us for over 15 years and have contributed greatly to our growth, their services would be
very difficult, time consuming and costly to replace We carry key-man life insurance on these individuals. The loss of key
management personnel or our inability to attract and retain qualified management personnel could have a material adverse
effect on us. A decision by-any of these individuals to leave our employ, to compete with us or to reduce his involvement on
our behalf or as to any professional corporation they have an interést in and to which we provide administrative services,
would have a material adverse effect on our business. oy

A significant number of our treatment centers are concentrated in certain states, particularly Florida, which makes us
particularly sensitive to regulatory, ecoviomic and other conditions in those states. . .

Our Flaorida treatment centers accounted for approximately 64%, 57% and 55% of our total revenues durmg 2004, 2005
and 2006, respectively. Our treatment centers are also concentrated in the states of Michigan, Nevada, New York and North
Carolina, none of which individually currently account for more than 15% of our total revenues, but in the aggregate
accounted for approximately 23%, 23% and 20% of our total revenues in 2004, 2005 and 2006, respectively. This
concentration makes us particularly sensitive to regulatory laws, including those related to false and improper claims, anti-
kickback laws, self-refertal laws, fee-splitting, corporate practice of medicine, anti-trust, licensing and certificate of need, as
well as'economic and other conditions which could impact us. 1f our treatment centers in these states are adversely affected
by changes:in regulatory, economic and other conditions, our revenue and profitability may decline. In particular, we employ
radiation oncologists and other physicians at our Florida treatment centers and if we are restricted or prohibited from doing so
in the future it could significantly harm our business.
Our growth strategy depends in part on our ability to acqiiire and develop additional treatment centers on favorable terms.
If we are unable to do so, our future growth could be limited and our operating results could be adversely affected.

We may be unable to identify, negotiate and complete suitable acquisition and development opportunities on
reasonable terms. We began operating our first radiation treatment center in 1983, and have grown to provide radiation
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therapy at 76 treatment centers: We expect to continue to add additional treatment centers'in our existing and new local ' -

markets. Our growth, however, will depend on several factors, including: mo ot B
-« .+ our ability to dbtain desirable locations for treatment centers in‘suitable markets; - 0 .. .o T t
oy J ! T EERRRN BT S ! ' . Lom ot ..

+  our ability to identify, recruit and retain or affiliate with a sufficient number of radiation oncologists and other]
. healthcare professionals; , . . ., . e e e Lo
«  our ability to obfain adequate financing to fund our growth strategy; and St B :
- . - e L T - . R I L TS . W
. ourability to successfully operate urder appl;cablg government regulations,, | S oy

" If Gur growth strategy does not succeed, our bU%lnESS could be harmed. - ‘ . . ‘ u i
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We may not be able to grow our business effectively or s,u‘ccessfuiiy xmp!g'mem our growth plans if we are unableto |,

recruit additional management and other personnel. R L. , , i
N - Bl : ! ' POrE A o

Qur ability to continue to grow our business effectively and successfully implement our growth strategy is highly
dependent,upon our ability to attract and retain cualified management employees and other key employees. We believe there
are a limited number of qualified people in our business and the industry in which we compete. As such, there can.be no . b
assurance that we will be able to identify and retain the key personnel that may be necessary to grow our business effect_i\fply
or successfully implement our growth strategy. If we ate tnable 16 attract and retain talented personnel it eotld limit diir 4
ability to grow our business. B S L

We may encounter numerous business risks in acquiring and developing additional treatment centers, and may have
difficulty operating and integrating those treatment centers. i
. * |

X PR PRI T .
5 treatment centers. When we acquire
N [T T AT [ i

Over the past three years we have acquired 24 treatment céngers and developed
or develop additional treatment centers, we may: e A ’

+  be unable to successfully operate the treatment centers; R TR Tt |
+  have difficulty integrating their operations and personnel; nrenoe n
. be unable to retain radiation oncologists or key mandgement personnel;” ST T ;
+  be-unable to collect the accounts receivable of an acquired treatment center; LT - ,‘1

"+ acquiré treatment cénters with Unknown or contingent liabilities, including liabilities for failure to comply with -
' healthcare laws and regulations; et s . A : '
0. - .o ' L o » o . 4 - ! .
: » . experience difficulties.with transitioning or integrating the information systems of acquired treatient centers;

[ ' “a

«  be uhable fo contract with third-party payers or attract patients to our tréatment cénters; and / or

. . L T T TR ST N I ST A Jd- ;

+  experience losses and lower gross reveniies and operating margins during the initial periods of operating our,

| ' newly-developed treatment centers.
I P T E L 3
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Larger acquisitions, such as our recent acquisition of 7 treatment centers in’ Southeastern Michigan|'can ‘sﬁbstantial‘lly
increase our potential exposure to business risks.,Furthermore, integrating a new treatment center could be expensive and
time consuming, and could disrupt our ongoing; business and,distract our management and other key personnel.

We may from time to time explore acquisition opportunities outside of the United States when favorable 6pb'ort'unijties
are available to us. In addition to the risks set forth herein, foreign acquisitions involve unique’risks including the-particular
economic, political and regulatory risks associated with the specific country, currency, risks; the relative uncertainty rege{'rding
laws and regulations and the pot_entia} difficulty of integrating operations across different cultures and Ia?gdages. ' !
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We currently plan to continue to acquire and develop new treatment centers in existing.-and new local markets. We may
not be able to structure economically beneficial arrangements in new markets as a result of healthcare laws applicable to such
market or otherwise. If these plans change for any reason or the anticipated schédules for opening and costs of development
are revised by us, we may be negatively impacted. In addition, we may incur significant transaction fees and expenses even
for potential transactions that are not consummated. We may not be able to integrate and staff these new treatment cen_te"frs.
There can be rio assurance that-thése planned treatment centers will be completed or that, if developed, will achiéve sufficient
patient volume 1o generate positive operating margi_ns‘.flf we are unable to timely and efficiently‘integrate an acquired or. -
newly-developéd treatment center, our busitiess could'suffer. B ‘ Sr e
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We may be subject to actions for false claims if we do not comp{y with govemmem coding and billing rules which could
harm our business. :

If we fail to comply with federal and state documentation, coding-and billing rules, we could be subject to criminal
and/or civil penalties, loss of licenses and exclusion from the Medicare and Medicaid programs, which could harm us. We
estimate that approximately 53%, 50% and 52% of our net patient service revenue for 2004, 2005 and 2006, respectively,
consisted of payments from Medicare and Medicaid programs. In billing for our services to third-party payers, we must
follow complex documentation, coding and billing rules. These rules are based on federal and state laws, rules and
regulations, various government pronouncements, and on industry practice. Failure to follow these rules could result in
potential criminal or civil liability under the federal False Claims Act, under which extensive financial penalties can be
imposed. It could further result in criminal Jiability under various federal and state criminal statutes. We submit thousands of
claims for Medicare and other payments and there can be no assurance that there have been no errors. While we carefully and
regularly review our documentation, coding and billing practices as part of our compliance program, the rules are frequently
vague and conﬁxsmg and we cannot assure that governmental investigators, private insurers or private whlstleblowers will not
challenge our practlces Sucha challenge could result ina matenal adverse effect on our business.  °
State law limitations and pmhrbn‘mns on the corporate pracnce of medicine may matermily harm our business and limit
how we can operate. - : ! '

State govemmental authormes regulate the med1ca] industry ; and medical practices extensively. Many states have
corporate practice of medicine laws which prohlblt us from:

« employing physicians;

+  practicing medicine, which, in some states; includes managing ot operating a radiation treatment center;
*  cenain types of fee arrangements with physicians; i -
. ownil'lg or cdmrolling Equipment used in a medical practice;

»  setting fees charged for physician services; . o -

* maintaining a physician’s patient records; or

» controlling the content of physician advertisements.

_In addition, many states impose limits on the tasks a physician may delegate to other staff members. We have
administrative services agreements in states that prohibit the corporate practice of medicine such as Alabama, California,
Maryland, Massachusetts, Michigan, Nevada, New York and North Carolina. Corporate practice of medicine laws and their
interpretation vary from state to state, and regulatory authorities enforce them with broad discretion. If we are in violation of
these laws, we could be required to réstructure our agreements which could materially harm otr business and limit how we
operate. In the event the corporate practice of medicine laws of other states would adversely limit our ability to operate, it
could prevent us from expanding into the particular state and impact our growth strategy.

If we fail to comply with the laws and regulations applicable to our treatment center operations, we could sluﬁ'er penalties
or be required to make significant changes to our operations. .o . — e

Our treatment center operations are subject to many laws and regulations at the fedéral, state and local government
levels. These laws and regulations require that our treatment centers meet various licensing, certification and other
requirements, including those relating to: o . L R

+  qualification of medical and lsuppon persons; ‘

*

' i . . A

»  the adequacy of medical care equrpment personne] operatmg pohcles and procedures

-

s pricing of services by healthcare providers;

« * clini¢' hcensure and cert:ﬁcates of need; oo
. mamtenance and protectlon of records; or

. enwronmental protectlon health and safety.

While we attempt to comply w1th all appllcable laws and regulations some of which can be complex and subjectto
interpretation, our treatment centers may fail to comply with all applicable laws and regu]atlons If we fail or have failed to
comply with apphcable laws and regu]atlons we could suffer civil or crlmmal penalties, including becomm&, the subject of

cease and desist orders, rejection of the payment of our claims, the loss of our licenses to operate and our ability to participate
in government or private healthcare programs.
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If we fail to comply with the federal anti-kickback statute, we could be subject to criminal and civil penalties, loss of
licenses and exclusion from the Medicare and Medicaid programs, which could materially harm us. T

A provision of the Social Security Act, coiminonly referred to'as the federal ant{i—kickback statute, prohibits the offer;
payment, solicitation or receipt of any form of remuneration in return for referring, ofdering, leasing, purchasing of arranging
for or recommending the ordering, purchasing of leasing of items or services payable by Medicare, Medicaid or any other’
federally funded healthcare program. The federal anti-kickback statute is very broad in scope and many of its provisions have
not been uniformly or definitively interpreted by existing case law or regulations. All of our financial relationships with
healthcare providers are poténtially implicated by this statute to the extent Medicare or Medicaid referrals are implicated. :
Financial relationships covered by this statute can include any relationship where remuneration is provided for referrals = «
including payments not commensurate with fair-market value, whether in the form of space, equipment leases, professioniii or
technical services or anything else of value. Violations of the federal anti-kickback statute may result in substantial civiliort
criminal penalties, including criminal fines of up to $25,000, imprisonment of up to five.years, civil penalties under the Civil
Monetary Penalties Law of;up to $50,000 for each violation, plus three times the remuneration involved, civil penalties under
the False Claims Act of up to $11,000 for. each ¢laim submitted, plus three times the amounts paid for such claims and
exclusion from participation in the Medicare and Medicaid programs. The exclusion, if applied to us or one or more of our
subsidiaries or affiliate personnel, could result in significant reductions in our revenues and could have a material adverse
effect on our business. In addition,. most of the states in'which we operate, including Florida; have also adopted laws, similar
to the federal anti-kickback statute, that prohibit payments to physicians in-exchange for referrals, some of which apply j
regardless of the source of payment for care. These statutes typically impose criminal and civil penalties as well as loss of
licenses. . . : : . : <o , . ot
‘. 1 4 [ oLt "‘.‘-
If we fail to comply with the provision of the Civil Monetary Penalties Law relating to inducements provided to patients,
we could be subject to civil penalties-and exclusion from the Medicare and Medicaid programs, which could matetially . -

harm us. . - .. e '

B ..

Under a provision-of the federal Civil Monetary Penalties Law, civil monetary penalties (and exclusion) may be -
imposed on any person who offers or transfers remuneration to any patient who is a Medicare or Medicaid beneficiary, when
the person knows or should know that the remuneration is-likely to induce the patient to receive medical services froma
particular provider. This broad provision applies to many kinds of inducements or benefits provided to patients, including
complimentary items, services or transportation that are of more than a nominal value. We have reviewed our practices of
providing services to our patients, and have structured those services in a manner that we believe complies with the Law.and .
its interpretation by government authorities. W cannot provide assurances, however, that government authorities will not -
take a contrary view and impose civil monetary penalties and exclude us for past or present practices. . o

. N . R . ) . ) : . L . . - b
Our business could be materially harmed by future interpretation or implementation of state laws regarding prohibitions
on fee-splitting.

Many states, including Florida where 24 of our 76 treatment centers are located, prohibit the s:‘pliit'ing or‘shérii.ng’ of fees

between physicians and non-physicians. These laws vary from state to state and are enforced by courts and regulatory /

agencies, each with broad@iscrefig}n.'Some,sta'tes have interpreted certain types of fee arrangements in practice management

agreements between entities and physicians as unlawful fee-splitting. We believe our arrangements with physicians comply
in all material respects with the fee-splitting laws of the states in which we operate. Nevertheless, it is possible regulatory
authorities or other parties could clgim we are <ngaged in fee-splitting. If such a claim were successfully asserted in any
jurisdiction, we and our radjation oncologists could be subject to civil and criminal penaltjes and we could be required to
restructure our contractual and other arrangemsnts. Any restructuring of our contractual and other arrangements with
physician practices could result in lower revenue from such practices and reduced influence oyer the business decisions of
such practices. Alternatively, some of our existing contracts could be found to be illegal and unenforceable, which could
result in the termination of those contracts and an associated loss of revenue. In addition, expansion of our pperations to,other
states with certain types of fee-splitting prohibitions may require structural and organizational modification to the form of
relationships that we currently have with physicians, professional corporations and hospitals. . .
If our operations in New York are found not to be in compliarice with New York law, we 'fn'ax be unable to continsie or ‘
expand our operations in New York. ' L R AR - Jr

We estimate that approximately 9%, 7% and 4%.of total revenues.for 2004, 2005 and 2006, respectively, was derived
from our New York operations. New York law prohibits a business corporation such as us from practicing medicine in the
state. As a result, we do not employ radiation oncologists or any other physician or licensed health care provider to provide
professional services in New York. We do provide certain management and administrative services to health care providers,
including physicians. These services and the payments received for them are regulated by New York law. We believe we
have structured our services arrangements with health care providers to comply with these laws, New York also prohibits for-

i
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profit corporations from owning a licensed healthcare facility. We do not own any interests-in any licensed New York health
care facilities. New York additionally has regulations concerning the’administration of radiation and.rules goveming financial
and referral relationships with physicians who provide radiation therapy services. Although we believe our operations and
relationships in New York are in material compliance with these faws, if New York regulatory authorities or a third party
asserts a contrary position, our New York operations could be harmed and we, may be unable to continue or expand our
operations in New York.

30 Thogth . | . Lt

. . . T, Vot ' Vel ' P
If a federal or state agency asserts a different position or enacts-new laws or regulations regarding illegal payments under,
the Medicare, Medicaid or other governmental programs, we may be subject to civil and criminal penalties, experience a
significant reduction in our. revenue or be excluded fmm pnmc:parmn in the Medicare, Medicaid or other governmental
programs. . . - . N . .

Any change in interpretations or enforcement of ex1st1ng or new laws and regulatlons could subject our current T
business practices to allegatlons of i 1mpropnety or illegality, or dould require us to'maké changes in our treatment centers,
equipment, personnel, services, pnc:ng or capital expenditure programs, which could i increase our operating expenses and ’
have a material adverse effect on our operatlons or reduce the demand for or proﬁtablllty of our servnces '

) i ' ' N ot
Addltlonally, new federal or state laws may be enacted that would cause our re]atlonshlps with our radiation -+ * 7«
oncologists to become illegal or result in the imposition of penalties against us or our treatment centers. If any of our business'
arrangements with our radiation oncologists or other physicians in a position to make referrals of radiation therapy services _
were deemed to violate the federal anti-kickback statute or similar laws, or if new federal or state laws were enacted
rendering these arrangements illegal, our business would be adversely affected.

.t AT

If we fail to comply with physician self-referral laws as they are currently interpreted or may be interpreted in the future,
or if other legisiative restrictions are issued, we could incur a significant loss of reimbursement revenue.

We are subject to federal and state statutes and regutations banning payments for referrals of patients and referrals by
physicians to healthcare providers with whom the physicians have a financial relationship and billing for services provided
pursuant-to such referrals if any occur. The.federal Stark Law applies to Medicare and Medicaid and prohibits a physician
from referring patients for certain services, including radiation therapy, radiology and laboratory services, 1o an entity with
which the physician has a financial relationship. Financial relationship includées both investment interests-in an entity and
compensation arrangements with an entity. The state laws and regulations vary significantly from state to state, are often =
vague and, in many cases, have not been interpreted by courts or regulatory agencies. These state laws and regulations
generally apply to services reimbursed by both governmental and private payers. Violation of these federal and state laws arid
regulations may result in prohibition of payment for services rendered, loss of licenses, ﬁnes criminal penaliies and
exclusion from Medicare and Medicaid programs. : ; < ‘

We have financial relationships with our physicians, as defined by the federal Stark Law, in the form of compensation
arrangements and ownership of ouf common stock issued by us in connection with acquisitions. We also have financial
arrangements with physicians wha refer Medicare and Medicaid patients to us, which relationships are also subject ta the
Stark Law. We rely on certain exceptions to self-referral laws including an exception for radiation oncoldgists referrals of
radiation therapy services, as well as employee, group practice and in-office ancillary services exceptions, that we believe are
applicable to our arrangements. In a limited number of markéts'we have relationships with non-radiation oncology physicians'
such as surgical and-gynecological oncologists and urologists that are members of a group practice with our radiation
ancologists and we rely on the group practice exception to self-reférral laws with respect to such relationships. While we
believe that our financial relationships with physicians and referral practices are in material compliance with applicable laws
and regulations, government authorities might take a contrary posmon or prohibited referrals may occur. We cannot be
certain that physicians who own our common stock or hold p promissory notes. will not violate these laws or that we will have
knowledge of the identity of all beneficial owners of our common stock. If our financial relationships with physicians were
found to be illegal, or if prohibited referrals were found to have been made, we could be subject 6 civil and criminal
penalties, including fines, exclusion from’ pamCIpatlon in'government and private payer programs and requirements to refund
amounts prev:ously received from government and prlvate payers. In addition, expansion of our operations to new
jurisdictions, or new mterpretatlons of laws in our existing Junsdlctmns could require structural and orgamzaﬂonal
modifications of our relationships with physicians to comply with that jurisdiction’s laws. Such structural and organizational
modifications could result in lower profitability and failure to-achieve our growth objectives.

. f 1 oo .
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Our costs and potential risks have increased as u result of the regulations relating to privacy and security of patient
information. . < N ‘ . ,f
" There are numerous federal and state regulations addressing patient information privacy and security concems. In
particular, the federal regulations issued under thi: Health Insurance Portability and Accountability Act of 1996, or HIPAA,
contain provisions that: : : . - : N

. protect individual privacy by limiting the uses'and disclosures of patient information; ' oo
*  require the imple:_f]entation of security safeguards to ensure the'conﬁ'd‘entialjty, integrity and availability of |
individually identifiable health information in electronic form; and , . .- . i

+  prescribe specific transaction formats and data code sets for certain electronic healthcare transactions.

+

Compliance with these regulations requires us to spend money and our management to spend substantial time and
resources. We believe that we are in material compliance with the HIPAA regulations with which we are currently required
to comply. The HIPAA regulations expose us to increased regulatory risk if we fail to comply. If we fail to comply with the -
new regulations, we could suffer civil penalties up to $100 per violation with a maximum penalty of $25,000 per each - !

requirement violated per calendar year and ctiminal penalties with fines up'to $250,000 per violation, and our business could
be harmed. L - S0 At !

Efforts to regulate the construction, acquisition or expansion of healthcare treatiment centers conld prevent us from
developing or acquiring additional treatment centers or other facilities or renovating our existing treatment centers.

Many states have enacted certificate of need laws which require prior approval fot the construction, acquisition or
expansion of healthcare treatment centers. In giving approval, these states consider the need for additional or expanded - 1
healihcare treatment centers or sefvices. In the states of Kentucky, North Carolina and Rhode Island in which we currently
operate, certificates of need must be obtained for capital expenditures exceeding a prescribed amount, changes in capacity or
services offered and various other maiters. Other states in which we now or may in the future operate may also require !
certificates of need under certain circumstances not currently applicable to us. We cannot assure you that we will be able to
obtain'the certificates of need or other required épprovals for additional or expanded treatment centers or services in the
future. In addition, at the time we acquire a treatment center, we may agree to replace or expand the acquired treatment '
center. If we are unable to obtain required approvals, we may not be able to acquire additional treatment centers or other
facilities, expand the healthcare services we provide at these treatment centers or replace or expand acquired treatment
centers.

Our business may be harmed by technological and therapeutic changes. . ' . L. .

The treatment of cancer patients is subject to potentially revolutionary technological and therapeutic changes. Future
technological developments could render our equipment obsolete. We may incur significant costs in replacing or modifying
equipment in which we have already made a substantial investment prior to the end of its anticipated useful life. In addition,
there may be significant advances in other cancer treatment methods, such as chemotherapy, surgery, biological therapy, or in
cancer prevention techniques, which could reduce demand or even eliminate the need for the radiation therapy services we
provide. ' ' ’ . _ . . . :

- B » . . 3 . L ) - ' .l

We maintain a significant amount of debt to further our business or growth strategies. - - :

As of December 31, 2006, we had outstarding debt of $205.2 million. Approximately $123.0 million is available fo
borrowing in the futire under our fourth amended and restated senior secured credit facility. Our significant indebtedness
could have adverse consequences-and could limit our business as follows: ‘ : !

+  asubstantial portion our cash flows from operations may go to repayment of principal and interest on our
indebtedness and we would have less funds available for our operations; :

. il

s+ our senior credit facility contains numerous financial and other restrictive covenants, including restrictions on
purchasing assets, selling assets, paying dividends to our shareholders and incurring additional indebtedness;

+  asa result of our debt we may be vulnerable to adverse general economic and industry conditions and we may
¢ . [
|

_ have less flexibility in reacting to changes in these conditions; or . , !
. : ! . . ) . . oy ) : !
«  competitors with greater access 1o capital could have a significant advantage over us. . _ [

+

o
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We may need to raise additional capital, which may be difficalt toiobtain at attractive prices and which may cause us to
engage in financing transactions that adversely affect our stock price.

We may need capital for growth, acquisitions, development, integration of operations and technology and equipment in
the future.. Any additional capital' would be raised through public or private offerings of equity securities or debt financings.
Our issuance of additional equity securities could cause dilution to holders of our common stock and may adversely affect the
market price of our common stock. The incurrence of additional debt could increase our interest, expense,and other debt
service obligations and could result i in the |mposmon of covenants that restrict our operational and financial flexibility.
Additional capital may not be available to us'on commercially reasonable terms or at all. The failure to raise addlttonal
needed capital could impede the |mplemenlatlon of-our operating and growth strategies.

- +

Our information syﬂems are crmcal to aur busi iness and a fadure of those systems cauld marenal{y harm us.

We depend on our ability to store retrleve process and manage a significant amount of information, and to provide our
radiation treatment centers with efficient and effective accountmg and scheduling systems. Our information systems require
maintenance and upgrading to meet our needs, whlch could significantly increase our administrative expenses. Furthermore,
if our information systems fail to perform as expected, or if we suffer an interruption, malfunction or loss of information
processing capabilities, it could have a material adverse effect on our business.

Our financial results could be adversely affected by rhe increasing costs of professional liability insurance and by , .
succes"sful malpractice claims. . . :

+

We are exposed to the risk of professmnal liability and other claims against us and our radiation oncologists and other
physicians and pmfessmnals arising out of patient medical treatment at our treatment centers. Our risk exposure as it relates
to our non-radiation oncology phys1cmns could be greater than with our radiation oncologlsts to the extent such non-radiation
oncology physicians are engaged in dlagnostlc activities. Malpractlce claims, if successful could resulf in substantial damage
awards which might exceed. the limits.of any apphcab]e insurance coverage. Insurance against losses of this type can be i
expensive and insurance prem:ums are expected to increase significantly in the near future. Insurance rates vary from state to
state, by physician specialty and other factors, The rising eosts of insurance premiums, as well.as successful malpractice
claims against us or one of our physicians, could have a materlal adverse ef‘fect on our financial position and resuits of
operations, : . N '

o, Lt s h . ‘-

[t is also possible that our excess liability and other insurance coverage will not continue to be available at acceptable ' '
costs or on favorable terms. [n addition, our insurance does not cover all potential liabilities arising from governmental fines
and penalties, indemnification agreements and certain other uninsurable losses. For example, from time to time we agree 10
indemnify third parties, such as hospitals and clinical laboratories, for various claims that may not be covered by insurance.
As a result, we may become responsible for substantial damage awards that are uninsured. - L .o
' : . . vy : '
The radiation therapy market is highly competitive, . -

"

Radiation therapy is a hlghly competitive business in each market in which we operate. Our treatment centers face
competition from hospitals, other medical practitioners and other operators of radiation treatment centers. There is a growing
trend of physicians in specialties other than radiation oncology, such as urology, entering the radiation treatment business
including medical specialties that would otherwise be sources of referrals. If this trend continues it could harm our referrals
and our business. Certain of our competitors have longer operdting histories and significantly greater fi nancial and other °
resources than us. Competitors with greater access to financial resources may enter our markets and compete with us. We
have recently noticed an increase in multi-state competitors in some of the markets in which we operate. In,the event that we
are not able to compete successfully, our business may be adversely affected and competition may make it more difficult for
us to affiliate with additional radiation oncologists on terms that are favorable to us.

Our financial results may suffer if we have to write-off goodwill or other intangible assets.

A portion of our total assets consist of goodwill and other intangible assets. Goodwill and other intangible assets, net of
accumulated amortization, accounted for 27.8% and-36.7% of the total assets on our balance sheet as of December 31, 2005
and 2006, respectively. As a result of our acquisition activity, goodwill significantly increased to approximately $138.8
million from approximately $66.5 million as of December 31, 2005. We may not reallze the value of our goodwill or other
intangible assets. We expect 10 engage in additional transactions that will result in our recogmtlon of additional goodwill or
other intangible assets. We evaluate on a regular-basis whether events and circumstances have . occurred that indicate that all
or a portion of the carrying amount of goodwill or other intangible assets may no longer be recoverable, and is therefore
impaired. Under current accounting rules, any determination that impairment has occurred would require us to write-off the
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impaired portion of our goodwill or the unamortized portion of our intangible assets, resulting in a charge to our earnings. ‘}
Such a write-off could have a material adverse effect on our financial condition and results of operations. , - = "[
[ \ S -~ Lt [ : ’
Our failure to comply with laws related to hazardous materials could materially harm us.
. Qur treatment centers provide specialized ireatment involving the use of radioactive material in the treatment of the
lungs, prostate, breasts, cervix and other organs. The materials are obtained from, and, if not permanently placed-in a patient
or used up, returned to, a third-party provider.of'supplies to hospitals and other radiation therapy practices, which has the
ultimate responsibility for its proper disposal.. We, however, remain subject to state and federal laws regulating the protection
of employees who may be-exposed to hazardous material and regulating the proper handling, storage and disposal of that ~ *
material. Although we believe we are in compliance with all applicable.laws, a violation of such laws, or the future enactment

of more stringent taws or regulations, could subject us to liability, or require us to incur costs that would have a material

adverse effect on us. .

ol " . . r
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oot o i . ’ . + ’

B N : ! AR . . o ' ' i
Because our principal shareholders and management own a large percentage of our common stock, they will collectively
be able to determine the outcome of all matters submitted to shareholders for approval regardless of the preferences of our
other shareholders. = SR ' S . o _

As of February 1, 2007 certain of our officers beneficially. owned approximately 44.6% of our outstanding commonj

stock and serve on our board of directors. As a result, these persons have a significant influenée over the outcome of matters
requiring shareholder approval including the power to:* + » ' : wo oo ! I

+ elect ourentire board of directors; * - ' oy

+  control our management and policies;

- agree to mergers, consolidations and the sale of al] or substantiaily all of our assels;
»  prevent or cause a change in control; and

L] ‘ L 2l ' . N - . L o !

~« ' amend our amended and rlestat.ed articles of incorporation and bylaws at any time. _

o C o ’ . 3.
Our stock price may fluctuate and you may not be able to resell your shares of our common stock at or above the price you
paid.
l' _' N

! 1 L T T i

We became a public company on.June 18, 2004 and there can be no assurance that we will be able to maintain an
active market for our stock. A number of factors could cause the market price of our common stock be volatile. Some of the

a

j . i e . . a . Iy P
factors that could cause our stock price to'fluctiate significantly, include: 7 ) . i
| « - variations in our financial performance; . : L : ' PRI S -
« - chariges in recommendations or fifancial estimates by securities analysts, or our failure to meet or exceed' - W
" estimatés; ’ P : ; o §

. ‘ . - oo

T T :
: +" announcements by us or our competitors of material events; .. S f .

+  future sales of our common stock;

Y5 e Cjrvestor percéptior‘ls'of us and the healthcareindustry; + = - ¥ = ¢ oo : Tt
+  announcements regarding purported class action lawsuits by plaintiff lawfirms; and : e o d
. .. ]
«  general economic trends and markst,conditions, !
As 2 result, you'may not be able to resell your shares af o above the price you paid. ' - jy .
S et LS, I . . /RSN

"

Sales of substdqﬁal amounts of our common stock, by our senior management shareholders could adversely affect our
stock price and limit our ability to raise capital. .| ] , . e l )
. . As of February 1, 2007, our senior maﬁagement shareholders beneficially owned approximately 45.0% of our common

stock. The market price of our common stock could decline as a result of sales by senior management of substantial amounts -
of our common stock in the public market or the perception that substantial sales could occur. These sales alsé may make it

more difficult for us to sell common stock in the future to raise capital. . R SR
T oo Co- o . TN L . ' o ' o by +
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Florida law and certain anti-takeever provisions of aur corporate documents and our executive employment agreements
could entrench our management or delay or prevent a third party from acqmrmg us or a change in control even if it
would benefit our shareholders.

Qur amended and restated articles of incorporation and bylaws and our executive employment agreements contain a
number of provisions that may delay, deter or inhibit a future acquisition or change in control that is not first-approved by our
board of directors. This could occur even if our shareholders receive an attractive offer for their shares or if a substantial .
number or even a majority of our shareholders believe the takeover may be in their best interest. These provisions are
intended to encourage any person interested in acquiring us to negotiate with and obtain approval from our board of directors
prior to pursuing a transaction. Provisions that could delay, deter or inhibit a future acquisition or change in control include .
the following: .

+ 10,000,000 shares of blank check preferred stock that may be issued by our board of directors without -
sharcholder approval and that may be substanuially dilutive or comam preferences or rights ob_]ectlonable 10 an
acquiror; . R .

+  “aclassified board of directors with staggered, three-year terms so that only a portion of our dlrectors are sub_]ect
to election at each annual meeting;

e the ab&hty of our board of directors to amend our bylaws without shareholder approval
»  special meetings of shareholders cannot be called by a shareholder; - | .- . 1

+  obligations to make certain payments under executive employment agreements in the event of a change in
control; and

.

*  Florida statutes which restrict or prohibit “control share acquisitions™ and certain transactions with afﬁhated
- parties and permit the adoption of “poison pills” without shareholder approval.

These provisions could also discourage bids for our common stock at a premium and cause the market price of our
common stock to decline. In addition, these provisions may also entrench our management by preventing or frustrating any
attempt by our shareholders to replace or remove our current management.

*

Other than 8 Corporation distributions and our special distribution, we have not paid dividends and do not expect to in the
Juture, which means that the value of our shares cannot be realized except through sale, i

" Other than S Corporation distributions to our sharcholders, including our special distribution in April 2004 prior to our’
initial public offering, we have never declared or paid cash dividends. We currently expect to retain earnings for our business
and do not anticipate paying dividends on our common stock at any time in the foreseeable future. Because we do not
anticipate paying dividends in the future, it is likely that the only opportunity to realize the value of our common stock wili
be through a sale of those shares. The decision whether to pay dividends on common stock will be made by the board of
directors from time to time in the exercise of its business judgment. Furthermore we are currently restricted from paying
dividends by the terms of our senior secured credit facility. .

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial results
which could subject us to regu!arory sanctions, harm our business and operatmg results and cause the trading price of
our stock fo decline, .

We are required under Section 404 of the Sarbanes-Oxley Act of 2002 to evaluate our internal controls for
effectiveness. Effective internal controls are necessary for us to provide reliable financial reports. If we cannot provide
reliabie financial reports, our business, reputation and operating results could be harmed. We have in the past discovered, and
may in the future discover, areas of our internal controls that need improvement. For example, in early May 2005 we
identified a material weakness related to our controls over lease accounting, which caused us to restate our prior financial
statements. While we have since remediated the material weakness to ensure proper lease accounting in the futute and believe
that we currently have adequate internal controls, there can be no assurance that we will be able to implement and maintain
adequate controls in the future, We cannot be certain that these measures will ensure that we implement and maintain -
adequate controls over cur financial processes and reporting in the future, Any failure to implement required new or
improved controls, or difficulties encountered in their implementation, could subject us-to regulatory sanctions, harm our .
business and operating resuits or cause us to fail to meet our reporting obligations. Inferior internal controls could also harm
our reputation and cause investors to lose confidence in our reported financial information, which could have a negative
impact on the trading price of our stock.
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We have treatment centers in Florida and other areas that could be disrupted or damaged by hurricanes. .

i
i

Florida is susceptible to hurricanes and we currently have 24 radiation treatment centers located in Florida. Our Florida
centers accounted for approximately 55% of our total revenues during 2006. In 2005, 21 of our treatment centers in'Southf[u
Florida were disrupted by Hurricane Wilma which required us to close all of these centers for a business day. Although none
of these treatment centers suffered structural darnage as a result of the hurricane, their utility services were disrupted. Our}
patients and e_mpl(%yees were also affecteq by Hurricane Wilma. While we do not anticipate that Hurricane Wilma will have
any long-term impact on our business, our Florida treatinent centers and any of our other treatment centers located in other
areas that are in the path of a hurricane could be subject to significant hurricane-related disruptions and/or damage in the |
future. If our treatment centers suffer any significant hurricane-related disruptions and/or damage in the future it could have
an adverse affect on our business and-financial results: We carry property damage and business interruption insurance on our,
facilities, but there can be no assurance that it would be Ia,dequate to cover all of our hurricane-related losses.
We are not currently in compliance with the NASDAQ requirement that a majority of our board of directors be comprised
of independent members. f

NASDAQ Marketplace Rules require that the majority of our board of directors be comprised of independent
members. As a result of the'recent death of independent director James Charles Weeks in early January of this year, we are
currently not in compliance with this requirement. We have a cure period from NASDAQ that gives until the later of out next
annual shareholders meeting or July 9, 2007 to regain compliance. We plan to add a new independent member to our .
board as soon as practicable. If we fail to regain compliance in a fimely manner, we could face delisting which could
adversely impact the trading market for our stock.

.Forward looking statements. Some of the information set forth in this report contains “forward-looking statements”
within the meaning of the Private Securities Litigation Reform Act of 1995. We may make other written and oral
communications from time to time that contain such statements. Forward-looking statements, including statements as to
industry trends, future expectations and other matters that do not relate strictly to historical facts are based on certain '
assumptions by management. These statement are often identified by the use of words such as “may,” “will,” “expect,” |
“plans,” “believe,” “ anticipate,” “intend,” “could;” “estimate,” or “‘continue” and similar expressions or variations, and are
based on the beliefs and assumptions of our management based on information then currently available to management. Such
forward-looking statements are subject to risks, uncertainties and other factors that could cause actual results to differ |
materially from future results expressed or implied by such forward-looking statements. Important factors that could cause
actual results to differ materially from the forward-looking statenents include, among others, the risks discussed herein under
the heading “Risk Factors.” We caution readers to carefully consider such factors. Further, such forward-looking statements
speak only as of the date on which such statements are made and we undertake no obligation to update any forward-looking
statement to reflect events or circumstances aftzr the date of such statements. ) ] '

) . .

Item 1B. Unresolved Staff Commen.ts A . . g : '
None Co o - ’
Item 2. Properties

Our executive and administrative offices are located in Fort Myers, Florida. These offices contain approximately -
+33,000 square feet of space, In December 2002, we entered into a lease for additional administrative office space in Florence,
Kentucky for approximately 5,600 square feet. These offices will be adequate for our current primary needs, we also believe
that we will require significant additional space to meet our future needs and such future expansion is in the preliminary

stages.

Our radiation treatment centers typically range in size from 5,000 to 12,000 square feet. We currently operate 76
radiation treatment centers in Alabama, Arizona, California, Delaware, Florida, Kentucky, Maryland, Massachusetts,
Michigan, Nevada, New Jersey, New York, North Carolina, Rhode Island and West Virginia. We own the real estate on
which 18 of our treatment centers are located. We lease land and space at 48 treatment center locations, of which in 14 of
these locations, certain of our directors, officers, principal shareholders, shareholders and employees have an ownership
interest. These leases expire at various dates batween 2007 and 2044 and 40 of these leases have one or two renewal options
of five or 10 years. Also, 10 of our treatment center locations are in hospital-based facilities. We consider all of our offices

_and treatment centers to be well-suited to our present requirements. However, as we expand to additional treatment centers,
or where additional capacity is necessary in a ‘reatment center, additional space will be obtained where feasible.

. Information with respect to our treatment centers and our other properties can be found in Item 1 of this report under
the caption, “Business-—-Treatment Centers.”
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Item 3. Legal Proceedings .+ L I R WET Y ’ 1 v
Information concerning this item is included under the.caption Legal Proceedings in Note 14 Commitments and
Contingencies of the Notes to Consolidated F mancral Statements contained in this report. . - - B F

S - ' - . B L U A e TR

Mem 4. Submission of Matters to a- Vote ofSecumy Holders‘ L R AL T ‘

No matters were submitted to a vote pf the stoclgh!oldlers during thé _fpu'r't]l quarter énded December 3_'_1,'2_0LO6.' o

o N ' + \ ! PART'[I e Y E oot PR
e ' " ~ LIV I Nt e g T : o,
Item 5 Market for Regrstrant s Common Equuy, Related Stockholder Matters and Issuer Purchases of Equity Securrtzes .
Our common stock is. quoted on the NASDAQ Global Select Markét under the symbol “RTSX.” The hi gh and low
common stock sale pr1ces per share were as follows

b o '} ':'_ o N - . N oo e LT
High- . ' “Low™ -
2005 . SO
FIrst QUARIET i 2 etk et abe e eanees heeeeeeenencrenn s 419 § 1431 ..
Second Quarter! : : $ .19.05.
Third Quarter..............c..... - § 2508
Fourth Quarter e ; $‘ 28.09
2006 ' A R ' e T
First Quarter .......... bbb O SO s e B 3503 $ 22.84
Second Quarter....., " ' ! R e, e $ 30,13 $; "23.00
Third Quarter.................. et vt $ 3198 $7 2617
FOUIth QUATLET ccvvrvcversrreevvrseens B et S0 344778, 28.83 |
2007 , L e e '

_ First Quarter (through Februaryl 20{)7) ' $ : 32.89 5- 29 32

On February i, 2007 the last reported sales ) pnce for our common stock on the NASDAQ Global Select Market was
$29.32 per share. As of February 172007, there were 23 427 078 shares of our common stock held by, approxrmately 3, OOO
beneﬁc:al owners and 56 holders of record as reported by our transfer agent L e .

"We have never declared or paid dividends on our comimon stock since’becoming a public éom'p’émy in June 2004 We
intend to retain future earnings to finance the growth and devélopment of ouf businiess and, accordingly, do nét curréntly
intend to declare or pay any dividends on our common stock. Our board of diréétors will évaluate our future earings, results’
of operations, financial condition and capital requirements in determining whether to declare or pay cash dividends. In
addition, our credit facilities impose restrictions on our ability to pay dividends. Please refer to the ¥Liquidity and-Capital

" Resources” section in Part I1, Item 7, Management's Discussion and Analysis of Financial Condition and Results of
"Operations in this report for more information.
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Equity 'Cnmpénsatinn Plan Information . . - ‘ N

7

; : ‘ . . : e

H

Equity Compensation T able . L

We have outstanding stock options and restricted stock shares under our 1997 stock option plan and our 2004 stock
incentive plan each of which was adopted by our board of directors and approved by our shareholders prior to our initial
public offering. We do not have any equity compensation plans that have not been approved by our shareholders. The ™ -

" following table sets forth information as of Decernber 31, 2006, with respect to our equity compensation plans. _ )

. - - Weighted- Number of Shares of Common
* Number of Sharesof Average * - Stock Remaining Available for |
Number of Shares of Commen Stock to be Exercise . . Future 1ssuance Under Equity !
Common Stocktobe  ~ ° Issued Upon Exercise” ~ = ‘Price of Compensation Plans '
Issued Upon Vesting of of Outstanding Qutstanding (Excluding Shares Reflected
Plan Category Restrictions Options and Rights Options in the First and Second Column) ..
Equity Compensation . . .

Plans Approved by Co . L . . A
Shareholders 1997 .. TR T . . oo T
and 2004 stock L o ‘

incentive plans ......... . 6,000, . 1,625,494 § 10.67 . . -3,382,812(1)(2)
. Equity Compensation _— - - . . .
Plans Not Approved . : L : .
by Shareholders......... N/A . N/A N/A CN/A

. .. . LU

(1) In addition 1o the shares reserved for issuance under our 2004 stock incentive plan, such plan also includes annual *
increases in the number of shares available for-issuance under the 2004 stock incentive plan on the first day of each

fiscal year beginning with our fiscal year beginning in 2005 and ending after our fiscal year beginning in 2014, equal
10 the lesser of: ' ) o ) ' |

» 5% of the outsianding shares of common stock on the first day of our fiscal year;

"o 1,000,000 shares; or ' - N : " _ '

«  an amount our board may determin.

PR

, o -

(2} This number was increased by 1,000,000 shares on Jahuary 1, 2007 pursuant to the automatic increase Jormula
’ described in footnote (1). ’ ’ T : o '

_ We did not sell any unregistered securities during fiscal 2006 except as otherwise previously disclosed in our quarterty
reports on Form 10-Q or our current reports on Form 8-K. We did not repurchase any of our equity securities during the ; -

fourth quarter of fiscal 2006. ' ,

i

_ Item 6. Selected Financial Data 7 .
The historical consolidated statements of income data for the years ended December 31, 2002, 2003, 2004, 2005 and”
2006 and the related historical consolidated balance sheet data as of December 31, 2002, 2003, 2004, 2005 and 2006 are ;
derived from our audited consolidated financial statements. ‘ o ‘
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The historical results presented below are not necessarily indicative of the results to be expected for any future period.
You should read the information set forth below in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Resuits of Operations™ and our consolidated financial statements and the related notes included elsewhere in
this Form 10-K. )

L. Year Ended December 31,

2002.

{Dollars in thousandy, except per share amounts): - 2003~ 2004 + 2005 2006
Consolidated Statements of Income Data’
Revenues: ) :
Net patient Service revenue ............cc........, 106,252 .5 = . 131,147 § 163,719 § 217,590 3 284,067
Other TEVETUEC ..ot eerer e eeeeressan, - 4,868 -+ 7,533 7,654 9,660 9,915
Total revenues................ N oo 111,120..., 138,680 171,373 - 227,250 293,982
Expenses: . ' Ve e - - — . - ‘
Salaries and benefits......o..ocooooviieei, 57,248 72,146 87,059 116,300 147,697
Medical supplies ........cccooooevrvvccvcrennennn, 2312 2,226 3,608 - 5,678 7,569
Facility rent eXpenses.........ccccoreeevvrrennnsnn. 3,744 4,656 5,347 " 7,720 9,432
Other operating expenses ..........ccoveeveennn: : 7,194 8,690 7,561 6,748 12,761
General and administrative expenses ....... 10475 ° 16,400 19,671 23,538 30,209
Depreciation and amortization .................. 4,283 5,202 6,360 10,8337 16,967
Provision for doubtful accounts ................. 3,365 3,375 5,852 6,792 9,425
Interest eXpense, Net......ccoveeerereerieeeenana, 2,615 2,053 3,435 © 5,290 10,036
Impairment 1088 ......cooevevieeeeeae, — 284 A 1,226 —
Total EXPENSES ....covveieeeeiieeeev e 91,236 115,032 139,393 187,129 244,096
Income before minority interests............. e, ' 19.884 l 23,648 31,980 40,121 49 886
Minority interests in net losses (earnings) of
consolidated entities.............coovee e, 23 V) 55 480 (580
Income before cumuiative effect of change in '
accounting principle and income taxes ........... 19,907 23,641 32,035 40,601 49.306
Cumulative effect of change in accounting
PIRCIPIE oo e vines et reree s eass e s . (963) — — — —
Income before iNCOME (AXES .......coeeeecvvevreeeerrinnn, 18,944 23,641 32,035 40,601 49306
INCOME taX EXPENSE....oovimemmrreriiecisaseriniiriisannans L= . — 22,847 15,631 18,983
Net INCOME......corvrereeeern.n SR dsenareens i8.944 §% 23641 8% - -918%8 3 24970 § 30,323
Earnings per common share '
BasiC. i, 114 § 139 8 045 § 1.10 $ 1.3}
D101 RO . 1.04 128 $ .« - 044 3 1.05 3 1.26
Pro forma income data: ' : ' B
Income before provision for income taxes, as
FEPOTTEA oo, 18,944 § 23,641 § 32,035
Pro forma provision for income taxes (1)............ 7,966 9,456 12,814
Pro forma net income.........oocecevvvvevecevesirieecnnnn, 10,978 § 14,185 % 19,221
Pro forma earnings per common share (1) ' :
BaSIC.ioieeeicitee et 066 § 084 § 0.95
Diluted......ccc.vvvvieni e, 060 $ 077 § 0.91
Weighted average common shares outstanding:
BasiC. i iiteeecret et 16,653,542 16,974,471 20,292,117 22,725,819 23,137,966
Diluted........viceeiee e 18,265,182 18,470,880 21,031,968 23,703,653 23,993,341
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_— As of December 31, . -

(In thousands): . e zboz . 1., (2003 C2004 . . 2005 2006 ...
Consolidated Balance Sheet Data: - - S T omTE Coon
Cash'and cash equivalents 4294 §° 2606 $ + 5019 §.' 8980 -$ 15413
- Total aSSets ....covrecrreruns e s e eeaearee e et s e srerr e 102,783 ¢ 128,036 168,177 263,345 - 399,094
“Total debt ...l vt ST .. 51,342 0 59811 7 - 66,103~ 123,463 - 205,244

Total shareholders’ eqUIty .........looererrrmrreemsrianssseess 37,208 49578 - 66321 ' 95383 134,808

]

(1) . Reflects combined federal and state income taxes on a pro forma-basis, as if we had been taxed as a C Corporation. See
* the consolidated statements of income and comprehensive income and noté 18 “Pro forma disclosure™ of the notes o,
the consolidated financial statements.

-

Item 7. Managenent’s Discussion and Analysis of Financial Condition and Results of Operations _ A
] Y ' .. h N 1 . wk . A L ]

i . o .. . .JII'

- FINANCIAL CONDITION AND REgULTS OF OPERATION S #

The following discussion and analysis should be read in conjunction with the “Selected Financial Data * and'the
consolidated financial statements and related notes included elsewhere in this Form 10-K. This section of the Form 10-K.
contains forward-looking statements that involve substantial risks and uncertainties, such as statements about our plans,_‘
objectives, expectations and intentions. We use words such as “expect”, “anticipate”, “plan”, “believe”, “seek”, i
“estimate”, “intend”, “future” and similar expressions to identify forward-looking statemenis. In particular, statements :'rhat
we make in this section relating to the sufficiency of anticipated sources of capital to meet our cash requirements are” 4
forward-looking statements. Our actual results could differ materially from those anticipated in these forward-looking |
statements for many reasons, including as a result of some of the factors.described below and in the section‘titled ' Risk |
Factors”. You are cautioned not to place undue reliance on these forward-looking.statements, which speak only as of the
date of this Form 1(-K. -

-
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We own, operate and manage treatment centers focused principally on providing radiation treatment alternatives { ..
ranging from conventional external beam radiazion to newer, technologically-advanced options., We believe we are,the Ia;rgesl
company in the United States focused principally on providing radiation therapy.-We opened our first radiation treatment .
center in 1983 and as of December 31, 2006 we: provided radiation therapy services in 76 treatment centers. Our treatment
centers are clustered into 24 local markets in 15 states, including’ Alabama, Arizona, California; Delaware, Florida; Kéntucky,

~ Maryland, Massachusetts, Michigan, Nevada, New Jersey, New York, North Carolina, Rhode Island, and West V irginialOf "
these 76 treatmernit centers, 22 treatment centers were internally developed; 44 were acquired and ‘10 involve hospital-bas':ed
treatment centers. We have recently expanded our affiliation with physician specialties in other areas incliuding gynecological
and surgical oncology and urology in a limited number of our local markets to strengthen our clinical working relationships. '

We use a number of metrics to assist management in evaluating financial condition and operating performance, and the
most important follow: '

«  The number of treatments delivered per day in our freestanding centers
»  The average revenue per treatment in our freestanding centers

«  The ratio of funded debt to earnings before interest, taxes, depreciation and amortization (leverage ratio)

The principal costs of operating a treatment center are (1) the salary and benefits of the physician and technical staff,
and (2) equipment and facility costs. The capacity of each physician and technical position is limited to a number of delivered
treatments while equipment and facility costs jor a treatment center are generally fixed. These capacity factors cause
profitability to be very sensitive to treatment volume. Profitability will tend to increase as the available staff and equipment
capacities are utilized. ‘

The average revenue per treatment is sensitive to the mix of services used in treating a patient’s tumor. The !
reimbursement rates set by Medicare and commercial payers tend to be higher for the more advanced treatment technologies,
reflecting their higher complexity. This metric is used by management to evaluate the utilization of newer technologies tto
improve outcomes for patients. A key part of our business strategy is to implement advanced technofogies once supporting
economics are available. For example, we implemented a pilot stereotactic radiosurgery program using kV x-rays in one of
our centers in 2006 and, with expanded reimbursement for the technology available January 1, 2007, we are accelerating the
implementation of this new technology across our local markets.
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.. The reimbursement for radiation therapy services includes a professional component for the physician’s service and a
.. techriicai component to cover the costs of the machine, facility and services provided by the technical staff. In our' -
freestanding centers we provide both services while in a hospital-based center the hospital, rather than us, provides the . .
technical services. Fees that we receive from the hospital for services they purchase from us are included in other revenue in
our.consolidated statements of income and comprehensive income. Net patient service revenue in our consolidated statements
_ of income and comprehensive income is derived from our freestanding centers and from the professional services provided

.- by our doctors in hospital-based centers and by our physicians in other specialties in their practice offices. S

.

For the year ended December 31, 2006, our total revenues and net income grew by 29.4% and 21.4%, respectively,
over the prior year For the year ended December 31, 2(]06 we had total revenues of $294.0 mllllon and net income of $30.3

| LA
million,

ot ' L v

Our results of operatmns historically have fluctuated on a quarterly b351s and can be expected to continue to fluctuate.
Many of the patients of our Florida treatmeht centers are part-time residents in Florida during the winter months. Hence,
these treatment centers have historically experienced higher utilization rates during the winter months than during the
remainder of the year. In addition, referrals are typically lower in the summer months due to traditional vacation periods,

The following;table summarizes our growth in treatment centers and the local markets in which we operate:
[ oL U e oy ! e . .

. o . . . . YearEnded
L ' o ’ ' ) December 31,
C B L - . 2004 2005 2006
Treatment centers at beginning of PEriod ...ttt e 51 . 56 68
- Internally developed.........ceiii s 3 2 - =
- Internally (consolidated) — ) . —
* Acquired Lsinie e ; 3 .10 10* .
Hospital-based I, 2 +{2)
Treatment centers at PETIOd €Nd......cc.coviiiceereeee et et rs s eaes et se s e eeeieanees 56 68 76
19 22 24

Local markets at period €nd ..o et e

). . Lo et PR ,l : . . . .ol
* Excludes the acquisition ‘of the Bel Air, Maryland radiation treatment center, as we expect to combine the external beam -
treatments done at our Belcamp, Maryland radtatlon treatment center. T : ‘

i « N P

Durmg the first quarter of 2005 -we mcurred an :mpalrment loss of $1.2 million related to the cnnsolldatlon of two.
Yonkers, New York based-treatment centers within our Westchester/Bronx local market. During the second quarter of 2005,
we incurred expenses of approximately $0.3 million associated with the transition of an internally developed freestanding

center 1o a hospital-based radiation treatment center at Northern Westchester Hospital within our Westchester/Bronx local

'

[ o
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The following table summarizes key operasing statistics of our results of operations for the periods presented: 4.

|
|

4 ' Lo i

Three Months Ended " Year Ended ¥
Dettember 31, L. December 31, . . 1|
‘ . 2005 . 2006 % Change 2005 - L2006 . % Cl;lrange
Number of treatment days ........ccoeeirrenes 63 63 AT 255 . . 254 Co
Total treatments — freestanding centers .. 83,713 96,895 15.7% .325,723 -« 373,218 . 1‘.14;6%
Treatments per day — freestanding !
Centers ..oourernren. et s 1,329 1,538 *° "18.7% - 1,278 - 7 1,469 i15.0%

Percentage change in revenue per : o s A : ' ' C
treatment — freestanding centers — - - ' ‘ o R ¢
same practice basis.......cooccvvmininieinnns S 18.2% " 9.0% I v 12.1% 7 14.0% ° §

Percentage change in treatments per day et : o o fL ‘

— freestanding centers — same - oo - S ‘ -
Practice Basis......orvenvvniimnnenineen, 2.1% 3.2% , 1.6% C29% ., .
Local markets at period end......... . 277 24 9% B U
Treatment centers - freestanding 6 T 66 17.9% A oo .
Treatment centers - hospital................... 12 . 10, . L (16.)% 1, B : ;
68 . 716 .. 18% - ... . . }
Days sales outstanding for the quarter.... © 54 .61 R . .
Percentage change in total revenues — ' '
same Practice basis......oooiennnales oot 16:8% oo 10T% e T T 182% e T 15.0% ‘l
Net patient service revenue — e ' i
professional services only (in ‘ ‘ .
thouSANAS) .......eoereerrereesseererisecirccarnns $ 4211 -8 6699 $ 15688 $§ 26,088 .

"Our revenue g'rowth is primarily driven by entering new _n']'ar_kets, increasing the utilization at our existing centers and
by benefiting from demographic and population trends in most of our local markets. New centers are added to existing |
markets based on capacity, convenience, and competitive considerations. Our net in_com'e;growth is primarily driven by
révenue growth and the leveraging of our technical and gdmini§trative i)nfrastruc'ture‘s. o oo . ,‘ .

il .
For the year ended December 31, 2006, riet patient service revenue comprised 96.6% of our total revenues. In a staiie
where we can employ radiation oncologists, we: derive our net patient service revenue through fees eamned for the provisibn
of the professional and technical component fees of radiation therapy services. [n states where we do not.employ radiation
oncologists, we derive our administrative services 'feeé,princibal_l')? from administrative services agreements with profes§§$on?l

corporations. In 34 of our fréestanding radiation treatment centers we employ the physicians, and in 32 we operate pursuant
to administrative services agreements. In accordance with Financial Accounting Standards Board revised Interpretation * *
No. 46R (FIN No, 46R), we consolidate the operating results ofcertain of the professional corporations for which we pr?vide
administrative services into our own operating results. In 2006,.32.0% of our net patient service revenue was generated by
professional corporations with which we have administrative services agreements. |, - , 1 :
In states which prohibit us from employing physicians, we have long-term administrative services agreements with
professional corporations owned by-certain of our directors, officers and principal shareholders, who are licensed to practice
medicine in such states. We have entered into these administrative services agreements in order to comply with the laws of -
such states. Our administrative services agreeraents generally obligate us to provide treatment center facilities, staff and.
equipment, accounting services, billing and collection services, management and administrative personnel, assistance in
managed care contracting and assistance in marketing services. We receive a monthly fee for our services based one.of.&he
following models: 1) on a fixed fee arrangement 2) on a percentage of net revenues 3) on a percentage of net income and 4) .
fixed fee per treatment. Fees related to administrative services agreements that are based on a fixed rate are set at the ‘
beginning of each year on the basis of the estimated cost of these services plus a profit margin. We engage an independ'f_::nt
consultant to complete a fair market value review of the fees paid by related party professional service corporations to the
Company under the terms of these agreements each year. The"consulting firm completed its review of 2006 fees under these
agreements and determined that the fees are au fair market value. Independent consultants are utilized by the Company’s audit
committee in determining fair market fees upon'any renewal or for new administrative services agreements'with afﬁliatlle'sf :
F— . .- ', - i . . L ) .

3
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In our net patient service revenue for the years ended December 31, 2006, 2005, and 2004, revenue from the ‘
professional-only component of radiation therapy dnd revenue-from the pracuces of medical specialties other than radiation
oncology, comprised approximately 8.9%, 6.9%, and 5.5% respectively of our tota! revenues.

o e

For the year ended December 31, 2006, other revenue comprised approximately-3.4% of our total revenues. Other

. revenue is primarily derived from management services provided to hospital radiation therapy departments, technical services
provided to hospital radiation therapy departments, billing services provided to non-affiliated physrcrans and income for
‘equipment leased by joint venture entities. ! . e

Medicare is a major funding source for the services we provide and government reimbursement developments can have’
a material effect on operating performance. These developments include the reimbursement amount for each CPT service
(current procedural terminoclogy) that we provide and the specific CPT services covered by Medicare. The Centers for
Medicare and Medicaid Services (CMS), the government agency responsible for administering the Medicare program,
administers an annual process for considering changes in reimbursement rates and covered services. We have played and will
continue to play a role in that process both directly and through the radiation oncology professional societies.

Other material factors that we believe will also impact our future financial performance include: o

«  Continued advances in technology and the related capital requirements. '

+  Continued affiliation with physician specialties other than radiation oncology.

*  Increased costs associated with changes in the accounting for stock compensation.

*  Proposed changes in accounting for business combmatlons requ1rmg that all acquisition-related costs be expensed
as incurred. .

* Increased costs associated with being 2 public company including compliance with Sarbanes-Oxley Section 404 |
reporting on internal control. . ‘ L

Acquisitions and Developments

., We expect to continue to acquire and develop treatment centers in connection with the implementation of our growth
strategy. Over the past three years, we have acquired. 24 treatment centers and'internally developed 5 treatment centers.

On June 23, 2004 we acquired the assets of Devoto Construction, Inc., which was owned by certain of our directors and
officers for approximately $3,528,000 with the issuance of 271,385 shares of our common stock. Devoto Construction, Tnc.
performs remodeling and real property improvements at our medical facilities and specializes in the construction of radiation
medrca] facilities. C . Ly

T T . . . ' T

"In September 2004, we acquired three treatment centers m the state of New Jersey for a total consideration of $10.6
million, and we opened three internally developed treatment centers. One of these mtemally developed treatment centers
replaced servrces we had previously provided through a hosprtal -based center.

- . . P A

On April 1, 2005, we sold a 49.9% interest in a joint venture that was formed to operate™a treatmeént center located in
Berlin, Maryland The interest was sold to a healthcare enterpnse operatmg in lhe area for $1.8 mllhon We realrzed a gain of
approximately $982,000 on the sale of the interest. '

On April 1, 2005, we acquired a 60% interest in a single radiation therapy treatment center located in Martinsburg,
West Virginia- f'or approximately $0.7 million. We operate the facility as part of our Central Maryland local market. Under
the terms of the agreemem, we partner with a university hospital system and manage the facility. We have implemeénted an -
mtensrty modulated radiation therapy (IMRT) program and other advanced technologies &t the facility, " ' -

[

-+ In'May 2005, we acquired five radiation treatment centers located in Clark County, Nevada from Assomated Radratldn
Oncologists, Inc. for $25.9 million, plus a three-year contingent earn-out.. We expanded the availability of advanced radiation
therapy treatment modalities in the service area. Thrs acqursmon expanded our presence in Nevada where we operated four
centers before the acquisition” . o . : s L U . v

.-In June 2005, we acquired four radiation treatment centers located in the markets of Scottsdale, Arizona, Holyoke,
Massachusetts, and two centers in Maryland for approximately $16.2 million. This acquisition provided our first entrance. +
into two new local markets in Arizona and Massachusetts. The two centers purchased in Maryland will further expand our
presence in our Central Maryland local market. We have expanded the availability of advanced radiation therapy treatment
modalities in certain of the service areas.
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During the second quarter of 2005 we wers awarded a contract to develop a state of the art radiation center at the j
prestigious Roger Williams Hospital in Providence, Rhode Island. As of June 1, 2005 we were providing professional |
services at the hospital. We have also obtained a certificate of need and are developing a joint venture freestanding radiation
therapy center with the hospital. o v _ . o :

In September 2005, we opened for business our South County, Rhode Island treatment center and bégan treating
patients at the facility. The center is our third center opened in '_()'ur Rhode Island local market. o "

: R o
In November 2005, we openfd for business our Palm Springs, California treatment center and began treating patients at
the facility. The center was our 68" treatment center in operation and represented our entrance into our 22" local market. .

In December 2005, we acquired the assets of a urology practice with four office locations in southwest Florida for W
approximately $348,000. The urology practice provides additional service and treatment protocols to our patients with !
prostate cancer and other urological diseases. o _ . ‘ ) v

In January 2006, we acquired the assets of a'radiation treatment center located in Opp, Alabama for approximately $I 8
million. The center purchased in Alabama will further expand our presence in its Southeastern'Alabama local market. We -
expanded the availability of advanced radiation therapy treatment modalities in this service area. B T

In May 2006, we acquired the assets of a radiation treatment center located in Santa Monica, California for
approximately $12.0 million, The center purchased in California will further expand our presence into a second local market

in the California area. . . . oo . S
' R i . N vttt vy . |

[N [
'

_In August 2006, we acquired the assets of a radiation tretrnent cénter lo¢ated in Bel Air?'Mar&ld'r:d 'for‘apprpximat":ely
$6.8 million. The centerpurchased in'Maryland will further expand our presence infour Central Maryland local market. - -

In September 2006, we acquired the assets of a radiation treatment center located in Bevérly Hills, California for

approximately $19.1 million. The center purchased in California will further expand-our presence intd our Los Angeles local

market complementing the Santa Monica radiation centef we purchased in May 2006.

1

In November 2006, we acquired a cluster network of radiation treatment centers in- Southeastern Michigan for -
approximately $47.1 million, including real estate of approximately $6.2 million. Thie dcquisition provides us an entrance into
a new local market. The seven-facility nefwork: consists of two full service facilities] five satellite facilities and Certiﬁca;les of
Need to operate a total of eight linear accelerators. R S ’ K

During the fourth quarter of-2006, we acquired the assets of several urology and surgery practices within southwest
Florida to expand our affiliations with'other physicians to strengthen our clinical working relationships.! -~ L

The operations of the foregoing acquisitions have been included in the accompanying consolidated statements of !
income and comprehensive income from the respective dates of each acquisition. When we acquire a treatment center, the
purchase price is allocated to the assets acquired and liabilities assumed based upon their respective fair values.

[

In January 20(]'7,;w‘e acquired a 67.5% interest in a single radiation therapy treatment center located in Gettysburg!
Pennsylvania for approximately $750,000 and we also acquired a urology group practice in southwest Florida for ik ‘
approximately $688,000. I - L T - \
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. Sources of Revenue 'B'y.‘Payell"‘,'

We receive payments for our services rendered to patients from the govermnment Medicare and Medicaid programs,
commercial insurers, managed care organizations and our patients, dlrectly Generally, our revenue is determined by a number
of factors, including the payer mix, the number and nature of procedures performed and the rate of payment for the
procedures. The following table sets forth the percentage of our net patient service revenue we earned by category of payer in
our Jast three fisca] years. : . CL - ey

- ’

Years Ended December 31,

Payer - ' o : S : v ‘ i 2004 2005 2006
MEAICATE. ....cooeeeee et sse e en e seas s s et esesaa b e oo eai 51.6% - -48.6% ©50:1%
COMMETTIAL ...ttt ettt sttt et e st nsa st e e eneeesrs b 455 473 46.4
Medicaid. .. g - 1.4 1.8 18
Self Pay .oooorerevviererirennn. e e meeveeemesim s ass s oo 15 23 017

Total net patient service revenue ...l e B e et 100.0% - 1000% 0 100.0%

Medicare and Medicaid | \ : ' Ty Co . e
Since cancer disproportionately affects elderly people, a significant portion of our net patient service revenue is derived
from the Medicare program, as well as related co-payments. Medtcare reimbursement rates are determined by the Centers for

Medicare and Medicaid Services (CMS) and are lower than our normal charges Medicaid rexmbursement rates are typically
lower than Medicare rates; Medtca:d payments represent approx1mately 2% of our net patient service revenue,

Medlcare re1mbursement rates are determmed bya formula Wthh takes into account an industry wide conversion ,
factor (CF) multiplied by Telative values detemuned on a per procedure basis (RVUS) The CF and RVUs may change on an
annual basis, In 2003, the CF increased by 1.6%; in 2004, it increased by 1.5%; in 2005, the rate increased an additional
1.5%; and in 2006 the CF remained unchanged at the 2005 level. The net result of changes to the CF and RVUs over the last
several years has not had a significant impact on our business, but it is difficult to forecast the future impact of any changes.
We depend on payments from government.sources and any changes in Medicare or Medicaid programs could resultina ;
decrease in our total revenues and net income. y .

On November 1, 2006, CMS released its final rule for the 2007 Medicare physician fee schedule. The final rule
included specific reimbursement codes for stereotactic procedures and provides for a four-year.transition to a new practice
expense methodology for establishing practice expense values for services paid under the Medicare physician fee schedule.
Based on our review of the 2007 fee schedule, we do not expect the fee schedule to have a material 1mpact on the total
reimbursement of services provided to Medacare beneficiaries. S . - "

Commercial

Commercial sources include private health insurancé s well 4s related payments for'co-insurance and co-payments.
We enter into contracts with private health insurance and other health benefit groups by granting discounts to such
organizations in return for the patient volume they provide,

Most of our commercial revenue is from managed care business and is attributable to contracts where a set fee is
negotiated relative to services provided by our treatment centers. We do not have any contracts that individually represent
over 10% of our total net patient service revenue. We receive our managed care contracted revenue under two primary
arrangements. Approximately 98% of our managed care business is attributable to contracts where a fee schedule is
negotiated for services provided at our treatment centers. Approximately 2% of our net patient service revenue is attributable
to contracts where we bear utilization risk. Although the terms and conditions of our managed care contracts vary
considerably, they are typically for a one-year term and provide for automatic renewals. If payments by managed care
organizations and other private third-party payers decrease, then our total revenues and net income could decrease.

Self Pay

Self pay consists of payments for treatments by patients not otherwise covered by third-party payers, such as
government or commercial sources. Because the incidence of cancer is much higher in those over the age of 65, most of our
patients have access to Medicare or other insurance and therefore the self-pay portion of our business is less than it would be
in other circumstances,
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Billing and Collections .. - .

r N P

Our bill‘ing‘sy.ster,n utilizes a fee schedule for billing patients, third-party payers and government sponsored programs,
including Medicare and Medicaid. Fees billed to government sponsored programs, including Medicare and Medicaid, are "
automatically adjusted to the allowable payment amount at time of billing. For all other payers, the actual contractual
adjustment.is recorded upon the receipt of payment. As a result, an estimate of contractual allowances is made on a monthly
basis to reflect the estimated realizable value of pet patient service revenue. The development of the estimate of contractual
allowances is based on historical cash collections related to gross charges developed by facility and payer in order to '
calculate average collection percentages by facility and payer. The development of the collection percentages are applied to
gross accounts receivable in determining an estimate of contractual allowances at the end of a reporting period. :

Insurance information is requested from alt patients either at the time the first appointment is scheduled or at the time
of service. A copy of the insurance card is scanned into our system at the time of service, so that it s readily available to staff
during the collection process. Patient demographic information is collected for both our clinical and billing systems.

[P YR ¢ . * . ' . ' . .
It is our policy to collect co-payments from the patient at the time of service, Insurance information is obtained and the
patient is informed of their co-payment responsibility prior to the commencement of treatment. .. ‘

" Charges are posted to the billing S);stem by our bfﬁcq financial managers. After charges are posted, edits are
performed, any nécessary corrections are made &nd billing forms are generated, then sent electronically 10 our clearinghouse.
Any bills not able to be processed through the clearinghouse are printed and mailed from our central billing office. :
Statements are automatically generated from our billing system and mailed to the paticnt on a monthly basis for any amounts
still outstanding. Daily, weekly and monthly accounts receivable analysis reports are utilized by staff and management to 3\
prioritize accounts for collection purposes, as well as to identify trends and issues. Strategies to respond proactively to these
issues,are developed at weekly and monthly team meetings. Our write-off process is manual and our process for collecting
accounts receivable is dependent on the type of payer as set forth below. , . - o e .o fi

Self-Pay B(flan_ceé: We édminigtg:rl self-pay account balances through our central l?illiné office and our policy is to send
outstanding self-pay patient claims to collection agencies at designated points, in the collection process. In some cases
monthly payment arrangements are made with patients for the account balance remaining after insurance payments have been
applied. These accounts are reviewed monthly to ensure payments continue to be made in a timely manner. Once it has been
determined by our staff that the patient is not responding to our collection attempts, a final notice is mailed. This generally
occurs more than 120 days afier the date of the original bill. If there.is no response to our final notice, after 30 days the
account is assigned to a collection agency, as appropriate, recorded as a bad debt and written off. Balances under $50 are,
written off but not sent to the collection agency. All accounts are specifically identified for write-offs and accounts are
written off prior to being submitted to the collection agency. [

Medicare, Medicaid and Comme_rqia‘fP@qr Balances. Our central billing office staff expedi{es the payment process
from insurance companies and other payers via electronic inquiries, phone calls and automated letters to ensure timely |
payment. Our billing system generates standaré aging reports by date of billing in increments of 30 day intervals. The L
collection team utilizes these reports to assess znd determine the payers requiring additional focus and collection efforts. Our
accounts receivable exposure’on Medicare, Medicaid and commercial payer balances are largely limited to contractual

adjustments. Our exposure to bad debts.on balances relating to these types of payers over the years has been de minimus}.
. . ‘

. In the.event of denial of payment, we follow the payer’s standard appeals process, both to secure payment and to lobby
the payers, as appropriate, to modify their medical policies to expand coverage for the newer and mgre advanced treatment |
services that we provide which, in many cases, is the payer’s reason for denial of payment. If all reasonable collection efforts.
with these payers have been exhausted by our central billing office staff, the account receivable is written-off to the

contractual allowance. : : " . .o e . o o)
"

i Ior - ' . PR R P N

* Critical Accounting Policies
Our discussion and analysis of our finan:ial condition and resuilts of operations are based upon our consolidated !
financial statements, which have been prepared in‘accordance with accounting principles generally accepted in the United
Stdtes: The preparation of these financial statements requires us to make éstimates and judgments that dffect the reported
amounts of assets, liabilities, revenues and expenses, and related disclosures of contingent-assets and liabilities. We o
continuously evaluate our critical accounting policies and estimates. We base our estimates on historical experience and on
various assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results

may differ materially from these estimates under different assumptions or conditions.
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Our accounting policies are described in note 2 of the notes to our consolidated financial statements. We believe the
following critical accounting policies are important to the portrayal of our financial condition and results of operations and
require our management’s subjective or complex judgment because of the sensitivity of the methods assumptions and
estimates used in the preparation of' our consclidated financial statements,

of

Principles of Consolidation. Frnancral Accounting Standards Board revised Interpretatlon No. 46R (FIN No 46R)
Consolidation of Variable Interest Entifies, an Interpretation of ARB No. 51, requires a company to consolidate variable
interest entities if the company is the primary beneficiary of the activities of those entities. Certain of our fadiation oncology
practices are variable interest entities as defined by FIN No. 46R, and we have a variable interest in each of these practices :
through our administrative services agreements. Through our variable interests in these practices, we would absorb a majority
of the net losses of these practices, should they occur. Based on these determinations, we have included the radiation
oncology practices in our consolidated financial statements for a!l penods presented All of our srgmﬁeant rmercompany
accounts and transactions have been eliminated.

P . [l i

Net Patient Service Revenue and Allowances for Contractual Discounts. We have agreements with third-party payers
that provide us payments at amounts different from our established rates. Net patient service revenie is reported at'the
estimated net realizable amounts due from patients, third-party payers and others for services rendered. Net patient service
revenue is recognized as services are provided. Medicare and other governmental programs reimburse physicians based on
fee schedules, which are determined by the related government agency. We also have agreements with managed care
organizations 1o provide physician sérvices based on negotiated fee schedules. Accordingly, the revenues reported in our
consolidated fi nancral stalements are recorded at the amount that is expected to be recelved

P

We derive a significant portion of our revenues from Medicare, Médicaid and other payers that receive-discounts from
our standard charges. We must estimate the total amount of these discounts to prepare our consolidated financial statements,’
The Medicare and Medicaid regulations and various managed care contracts under which 'these discounts must be calculated -
are complex and subject to interpretation and adjustment. The development of the estimate of contractual allowances is based
on historical cash collections related to gross charges developed by facility and payer in order to calculate average collection
percentages by facility and payer. The development of the collection percentages are apphed to gross aceounts receivable in
determining an estimate of contractual allowances at the end of a reporting perlod '

et ! LR .

The estimate for contractual alloWances is also based on our interpretation of the applicable regulatrons or contract
terms. These interpretations sometimes result in payments that differ from our original estimates. Additionally, updated
regulations and contract renegotiations oceur frequently, necessitating regutar review and reassessment of the estimation
process. Changes in estimates related to the allowance for contractual discounts affect revenues reported in our consolidated
statements of income and comprehensive income. " o

Adjustments to revenue related to changes in prior period estimates decreased patient service revenue by approximately
51,869,000, $1,149,000, and $5,800,000 for the years endéd December 31, 2004, 2005 and 2006, respectively or
approximately 1.1%, 0.5%, and 2.0% of the net patient service revenue for the years ended December 31 2004 2005 and
2006, respectwely -

, .- v ‘

During 2004, 2005 and 2006 approxlmateiy 53%, 50%, and 52%, respectxvely, of net patient service revenue: related to
services rendered under the Medicare and Medicaid programs, In the ordinary course of business, we arc.potentially subject .
to a review by regulatory agencies concerning the accuracy of billings and sufficiency of supporting documentation of
procedures performed Laws and regulations governing the Medicare and Medicaid programs are extremely complex and
subject to interpretation. As a result, there is at least a reasonable possrbllrty that estimates wrl] change by a'material amount
in the near term - -

1

Accounts Receivable and Allowances for Doub{ful Accaunts. Accounts receivable are reported net of estimated
allowances for doubtful accounts and contractual adjustments, Accounts receivable are uncollateralized and primarily consist
of amounts due from third-party payers and patients. To provide for accounts receivable that could become uncollectible in
the future, we establish an allowance for doubtful accounts to reduce the carrying amount of such receivables to their
estimated nef realizable value. The credit risk for concentrations of receivables (other than Medicare) is limited due to the
large number of insurance companies and other payers that provide payments for our services. We do not believe that there,
are any significant concentrations of recelvables from any particular payer that would subject us to any significant credit rlsk
in the collection of our accounts receivable. ‘ ' . .

' . .o "
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Following is an aging of accounts receivable by payer classification as of December 31; 2006 and 2005: Co

Aging by payer ¢lass at December 31,2006: . S -
' ‘ - A Unbilled and* 31-120 over 120
Payer ' ’ . . Total AR < 30 days days "days
Medicare and Medicaid .......cc...couuuve. SO b S A6% . 9% 1 6%
COMMETCIAL .....voveviiiivieeteie st s es b st bt s es s st s s s st esasssnsnsnaanns 4% , 15% 14% o 12%
Patient Self-Pay ... oo e 24% 2% 5% 17%
Other.......ccvevvrereeennn USROS 4%. . 3% 1% 0%
TOML..L oveoetvetcossssssessesconsss st ososessssescoson e i 100% 36% 29% | 35%
Aging By payer class at December 31, 2005: - ' Ve . C 4
' Unbilled and 31-120 V over 120
Payer _ . v v ¢ . . Total AR. - < 30 days - days . days
Medicare and Medlcald " 25% ‘ C13% % 5%
Commercial v - 31% < - 12% ' 14% 0 1%
Patient Self-Pay ..o vevieieii i s e : 23% 2% 1% ' 14%
OhEF oL Lo e e 15% 1% 4% 0%
TOlecveverererer s csereccmssoosesessesesesesssssessssesesessoesemssessssssessssssssreporens o 100% U38% 2%  30%

The amount of the provision for doubtful accounts is based upon our ssessment of historical and expected net “
collections, business and economic conditions, trends in Federal and state govemmenlé] healthcare coverage and other 1
collection mdicators The primary tool used in our assessment is an annual, detailed review of historical collections and §
write-offs of accounts receivable. The results of our detailed review of historical collections and write-offs, adjusted for "
changes in trends and conditions, are used to evaluate the allowance amournit for the current perlod Accounts recelvable are
written-off after collection efforts have been followed in accordance with our pohmes

Goodwill and Other Intangible Assets. Goodwill represents the excess of purchase price over the estimated fair market
value of net assets we have acquired in business combinations. On June 29, 2001, the Financial Accounting Standards Board
issued-Statément of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other Intangible Assets, which changed
the accounting for goodwill and intangible assets. Under SFAS No. 142, goodwill and indefinite lived intangible assets are no
longer amortized but are reviewed annually, or more frequently if impairment indicators arise, for lmpalnnent No goodw:ll
impairment was recognized for the years ended December 31, 2004, 2005 and 2006. Vot . ii

Intanglble assets consrst of noncompete agreements and licenses and are amortlzed over the llfe of the agreements
(whlch typlcally range from 2 {0 10 years) usmg the straight-line method. . o e ’L

Impairment of Long-Lived Assets. In accordance with SFAS No. 144, Accoummg Jor the Impairment or Dzsposal of
Long-Lived Assets, we review our long-lived assets for impairment whenéver events or changes in circumstances indicate
that the carrymg amount of these assets may not be fully recoverable. Assessmem of possible impairment of a particular.asset
is based on our‘ability to recover the ¢arrying value of such asset baséd on our'estimate of its undiscounted future cash flows.
If these estimated future cash flows are less than the carrying value of such asset, an impairment charge is recognized for the -
amount by which the asset’s carrying value exceeds its estimated fair value. During 2004, we recorded a charge of $1.2¢
million for the write down to fair value of certain of our analog linear accelerators and treatment simulators. The adjustment
to machine inventories was precipitated by the decision to discontinue the installation of this type of equipment in favor of
digital machines with migration capability and combination CT-simulators. This amount is included in general and
administrative expenses in the statement of income and comprehensive income for the year ended December 31, 2004,
During 2003, we incurred an impairment loss of $1.2 million related to the consolidation of two Yonkers, New York based
treatment centers within our Westchester/Bronx local market. No impairments were recorded for long-lived assets for the
year ended December 31, 2006, '

Stock Based Compensation. Effective January 1, 2006, the Company adopted the provisions of Statement of Financial
Accounting Standards No. 123R, Share-Based Payment (SFAS 123R) for the Company’s 2004 Stock Incentive Plan (2004
Option Plan). The Company previously accounted for the 2004 Option Plan under the recognition and measurement -
provisions of Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB 25) and related
interpretations and disclosure requirements established by Statement of Financial Accounting Standards No. 123, Accounting
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Jor Stock-Based Compensation (SFAS 123), as amended by Statement of Financial Accounting Standards No. 148,
Accounting for Stock-Based Compensation — Transitions and Disclosure (SFAS 148).

On November 3, 2005, the Board of Directors of the Company, upon the recommendation of the Compensation
Committee consisting solely of independent directors, approved the acceleration of vesting of all nonqualified outstanding
~ non-vested stock options previously granted under the Company’s equity compensation plans. As a result of the acceleration,
nonqualified non-vested stock options to purchase an aggregate of 1.2 million shares of the Company’s common stock, which
_would otherwise have vested over periods of two to four years, became 1mmed|ately exercisable. The affected stock options
"have an exercrse price of $13.00 per share.

4

The primary purpose of the acceleration of the nonqualified non-vested stock options was to enable the Company to .
"~ avoid recognizing compensation expense associated with these stock options in future periods in its statement of income and
. comprehensive income, upon adoption of SFAS No. 123R. Under SFAS No. 123R, the compensation expense associated
with these accelerated options that would have been recognized in the Company’s income statement commencing with the
implementation of SFAS 123R and continuing through 2009 would have been approximatety $2.4 million. Because of the
accelerated vesting, the adoption of SFAS No, 123R had no impact on net income. C

Certain stock options granted prior to the Company’s initial public offering were valued under SFAS 123 using the
minimum value method in the pro-forma disclosures. The minimum value method excludes volatility in the calculation of fair
. value of stock based compensation. In accordance with SFAS No. 123R, options granted that were valued using the e
-minimum value method must be transitioned to- SFAS 123R using the prospective method. This means that these options wrll .
. continue to be accounted for,under the same accounting principles (recognition and measurement) ongmally applied to those
-awards in the income statement, which for the Company was APB 25. Additionally, pro forma information prev10usly
" required under SFAS 123 and SFAS 148 will no longer be presented for these options. ‘

The Company adopted SFAS 123R using the modified prospective transition method for ail other stock based
compensation awards. Under this transition method compensation cost recogmzed in 2006 1nc]udes {a) the compensatron
cost for all share based awards granted prior to, but not yet vested as of January 1, 2006, based on the grant-date fair value |
estimated in accordance with the original provisions of SFAS 123 and (b) the compensation cost of all share-based awards
granted subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance wrth the provisions.of .
SFAS 123R. Results for prior periods have not been restated. . L, : C

Ingcome Taxes. We make estimates in recording our provision for income taxes, including determination of deferred tax
assets and deferred tax liabilities and any valuatron allowances that might be required against the. deferred tax assets. We
believe that future income will enable us 1o realize these benefits; therefore, we have not recorded any valuatlon allowance .
agamst our deferred tax asset. -..- ‘

.l .
v "-- T

New Pranouncemems , . cL, "

In June 2006 the FASB. issued lnterpretatlon No. 48, “Accountmg for Uncertamty in Income Taxes”, which clarifies
the accoummg for uncértainty in’ income taxes recognized in an enterprise’s financial statemnents. in aecordance with SFAS
No. 109, “Accounting for Income Taxes.” The interpretation prescribes a recognition threshold and measurement attribute for
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This
interpretation also provides guidance on derecogmtron classification, interest and penaltles accountmg in interim périods,
disclosure, and transition. This interpretation is effective for fiscal years beginning afier, Deeember 15, 2006. The Company is
curremly evaluating the potential impact that the adoption of this mterpretatron will have on its i nancial position and results.
ofoperatrons , < ' i . . e . o




Results of Operations "

The following table presents summanes of results of opérations for the three months ended December 31, 2005 and !L

2006 (dollars in thousands). . - - b
. & 4
v. ..+ + . ThreeMenths Ended December 31, !
- : 2005 . - 2006 § -
Revenues: o R e ’ :
NEéL patient SErvice reVenUe ... .....vvvevvrveeresrerersnns Ferlereseerniesnrasennesend e ererirrerinereas $ 62,137 96.5% $ 75,825 1 97.3%
OUNET TEVEMUE. ...vuvcerrurirssereesssesseses s esesas e esss et s s eiss et sabesess s sess s saisesanssses 2,236 3.5 2,103 27
TOMA FEVENUES .eorerereeeeroesseoeoesereers e e e L T G 37E 100.0% 77928 {1000%
Expenses: L e a0 T P R - T
Salaries and benefits ...ovviveeeciees i et e e s, T 34,485 53 6. 40,191 . 51.6
Medical supplies L SRARPRRREIE SR SIS AT B P S ) I 1,833 i 24
Facility rent EXPemsSes.. ..o isssesesiseieenn: il 2148 0 0 33 2,608 | 33
Other operating expenses..............cccccuvenrncnan, pre s g 2,728 .42 3,535 l 4.5
General and administrative expenses.: : ' o - 6,808 - 10.6 - 7,869 10.1
Depreciation and amortlzatlon 3,173 4.9 4',8351' : 6. 2
Provision for doubtful accounts .......... s SRR S 1,009 1.6 2,227 '}
Interest expense, net................... e e B— o 1,726 27 0 3285 4 4. 2
Total expenses......: ............................. e B D SN o RO 53,459 83.0 66,379 . k 85.2
- Income before mmorlty interests.. e ‘ 10,914 17.0 © 11,549 - l 14.8
'~ Minority interests in net losses (earmngs) of consolldated entities - e (144) (0.2) 164 0.2
Income before income taxes.......... RSNSOI SRR SRR S L SO I Fererrens © 10,770 - 168 . 11,713 1 15.0
-+ [NCOME TAX BXPEIISE o.vvivvoiveeencesceceeceessenseessess s e s s nasetacsa s - 4,116 - .. 6.4 - 4510 § 58
NEUINCOME .ovvoerrr.ieereeerecesresitererermeresesesss - $ 6654, 104% $ 7,203 | 9.2%
i P TN " i

The following table presents summaries of results of operations for the years. ended December 11, 2004 2005 and 2006

{dollars in thousands). This information has been derived: ﬁ'om the consohdated statements of income and comprehensive t

“income 1ncluded elsewhere in this Form 10-K." . & : : o S . !
N PEY A L ! ';. e H EE "o cat Lt . . - .
; ‘ : - CT I - . P O Year Ended December 31, ; : Et
{ U N oL 2004,n v v, . 2005 - 2006. |
Revenues: ; C s L T R ) ST _ a
Net patient Service revenue..........oevvrreerenenene. $ 163,719 95.5% $ '217,590 95.7% $ 284,067 - 96 6%
Other TEVENUE oonpiesvvvnsnss s soessraniens 7.654 ., 45 9,660 43 - 9915 ,34
Total revenues - L it I 1_71,373-,* 100.0. ., 227,250 .100.0 . . 293,982 - 100.0
Expenses . L Gt BRI s ah e . . ;} .
- -Salaries and benef‘ts ...... TN RN i« 87, 059 e 50, 8 ; 1163007 ., 51.2 147,697 50.2
Medical supplies ......... i 3,608 c0 2line. o 5678 ¢ 2.5 - 7,569+ }2.6
Facility rent expenses .................... e % 5;347 T3 s e 720 34 29432 . {| 3.2
Other operating expenses... . ......... et 0 TS0 44 - v 0 9748 7 430 . 12,761 0 043
General and administrative eXpenses.i............. 49671 " 1L5: "~ -4 2315387 104 - 30,209 © 10.3
Deprectation and amortfization..........oveeeeerveeenenn 6,860 L -.4.0 T 110,837 48 16967 - 458

Provision for doubtful accounts_

5,852 34 6,792 3.0 9425 . '32

Income before mmorlty interests ~
Minority interesfs'in net losses (eammgs) of”

. 8 T . e T i . . .o

, Interest expense, net... b3S 070 520007 237 10036, . 434

lmpalrment [0S .cvevevecpener s eneree s — ., 00 T . 1226 .05 L— . 400

Total expenses -« .. ot ,1.39 393 . 813 - 187,129 . 824 . - 24409 F830
Lo (S :

730980 187 T 40,121 U176 49,886 17:0

consolidated entities o 55 00 430 02 80 o)
Income before income taxes - R 32,035 ..187 . -0 40,601 © (178" . 49306 '16 8
lncometaxexpense' " TR G 22847 0 133 15631 - 69- ~ -18983° {65

i e, ' “_ " it fioo i S ;k JUR S SIroa. A NG N ti
i
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L e, Year Ended December 31,
2004 2005 2006

Netincome 7 7 §779i88  54% $ 24970  109% $° 30323 ' 10.3%
Pro forma income data: ,

Income before provision for income taxes, as reported $ 32,035 18.7%

Pro forma income taxes _ o 12,814 7.5

Pro forma net income $ 19,221 11.2%

" Comparison of the Three Momhs Ernded December 31, 2005 and 2006

Total revenues. Total revenues increased by $13.5 mllllon or 21.1%, from $64.4 mllhon for the three months ended
December 31, 2005 to $77.9 million for the three months ended December 31, 2006. Approximately $8.9 million of this, «
increase resulted from our expansion into new local markets during 2003 and 2006 through the acquisition of 11 new

« treatment centers and the opening of 1 new de novo centers as follows: L

NI ;

‘ ’ . - ses r . . 0 iv '
Date ~ Sites Location Market Type

November 2005 .............. 1 ' Palm Springs, California Palm Springs, Callfomla De novo, )
_ January 2006................... i - Opp, Alabama Southeastern A]abama Acqulsmon
May 2006 ........................ ' Santa Monica, v .
.- | - California o Los Angeles, California Acquisition
i :August 2006......cccconen. 2] ’ .Bel Air, Maryland Central Maryland .. Acquisition
. September 2006 ..........1 ~ T Beverly Hills, California Los Angeles, California Acquisition .
November 2006 .............. 7 . Southeastern Michigan Southeastem ‘Michigan  Acquisition _

.

Appl‘OleatCly $4.6 mllllon of the total revenue increase was driven by service mix 1mprovements volume growth and
- ipricing in our ex1stmg loca] markets.

Salaries and benefits. Salaries and benef ts increased by $5.7 million, or 16.5%, from $34.5 million for the three -
"months ended December 31, 2005 to $40.2 million for the three months ended December 31, 2006. Salaries and benefits as a

percentage of total revenues decreased from 53.6% for the three months ended December 31, 2005 to'51.6% for the three
months ended December 31,.2006. Salaries and benefits consist of all compensation and-benefits paid, inctuding the costs of.
employing our physicians, medical physicists, dosimetrists, radiation therapists,.engineers, corporate administration and-other
treatment center support staff. Additional staffing of personnel and physicians due to our expansion and acquisitions of
treatment centers into new local markets during the latter part of 2005_and in 2006 contributed to a $4.5 million increase in
salaries and benefits. Within our existing local markets, salaries and benefits increased $1.2 million due to increases in our
physictan performance based bonus programs, additional staffing and increases in the cost of our health insurance benefits,
offset by reductions in our executive bonus program ' i .

Medtcal supplies. Medical supplies mcreased by $0.4 mllllon or 32.6%, from $1.4 million for the three months ended
December 31, 2005 to $1.8 million for the three months ended Deceémber 31, 2006. Medical supplies as a percentage of total -
revenues increased from 2.1% for the three months ended December 31, 2005 to 2.4% for the three months ended :
December 31, 2006, Medical supplies consist of patient positioning‘devices, radioactive seed supplies, supplies used for other
brachytherapy services and pharmaceuticals used in the delivery of radiation therapy treatments and chemotherapy medlcal
supplies. The increase in medical supplies was primarily due to the increased utilization of pharmaceuticals used in
connection with the delivery of radiation therapy treatments, pharmaceuticals used in urology services, and chemotherapy
medical supplies from new markets and services entered into in 2005 and 2006. These pharmaceuticals and chemotherapy
medical supplies are principally reimbursable by third-party payers.

Faeility rent expenses. Facility rent expenses increased by $0.5 million, or 21.4%, from $2.1 miliion for the three
months ended December 31, 2005 t6 $2.6 million for the three months ended December 31, 2006. Facility rent expenses as a
percentage of total revenues was 3.3% for the three months ended December 31, 2005 and for the three months ended
December 31, 2006. Facility rent expenses consist of rent expense associated with our treatment center locations. The
, majority of the increase related t6 the expansion into fiew local markets in California, Rhode Isiand and Southeastern |
Michigan and the acquisition of new treatment centers in existing local markets in Central Maryland and Southeastem o
Alabama. - o ) '

Other operating expenses. Other operating expenses increased by $0.8 million or 29.6%, from $2.7 million for the
. three months ended December 31, 2005 to $3.5 million for the three months ended December 31, 2006. Other operating
expenses as a percentage of total revenue increased from 4.2% for the three months ended December 31, 2005 to 4.5% for the
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three months ended December 31, 2006. Other operating expenses consist of repairs and maintenance of equipment, ;
equipment rental and contract labor. Approximately $0.5 million of the increase was related to the expansion into new 1oca1
markets in California, Rhode Island and Southeastern Michigan, and the acqutsatlon of new treatment centers in ethtmg local
markets in Central Maryland and Southeastern Alabama and $0 3 ‘million increase in our remaining existing local markets, .
primarily attributable to an mcrease in the numt er of serv1ce contracts for mamtenance of our advanced treatment 1

technologies. i
l

General and administrative expenses, General and administrative expenses increased by-$1.1 million or 15.6%, from
$6.8 million for the three months ended December-31, 2005 to $7.9 million for the three months ended December 31, 2006
General and ‘administrative expenses principally consist of professional service fees, office supplies and expenses,: tnsurance
and travel costs. General and administrative explenses'as a percentage of total revenues decreased from 10.6% for the three
months ended December 31,2005 to 10.1% for the three months ended December 31, 2006, The increase of $1.1 million|in
general and administrative expenses was due to ‘an increase of approximately $0.7 million relating to the growth in the |
number of our local markets primarily attributable to the additional travel expenses associated with the acquisitions of
treatment centers, and approximately $0.5 million in our exrstmg local markets. The increase in the existing iocal markets
was primarily attributable to approximately $0.4 miltion in malpractice insurance costs. During the fourth quarter ‘of 2005, we
wrote oft approximately $0.1 million of deferred financing costs asa result of our refinancing under the fourth amended and
restated senior credit facility. + - : ' S b

*y Dy, f . - . .

Depreciation and amomzatmn. Deprecmtlon and amortization 1ncreased by $1.6 million, or 52.3%, from $3.2 mlllron
for the three months ended December 31,2005 to $4.8 million for the three months ended December 31, 2006. Deprecnanon
and amortization expense-as a percentage of total revenues increased from 4:9% for the three months ended December 31
2005 to 6.2% for the three months ended Decemnber 31, 2006. An increase in capital expenditures related to our mvestment in
advanced radiation treatment technélogies-in certain local markets increased our depreciation and amortization by
approxrmately $0.8 million. Approximately $0.4 million of the increase was attributable to-the expansion into new local |
markets in California, Rhode Island and Southeastern Michigan and the acqutsmon of new treatment centers in existing local
markets in Central Maryland and Southeastem Alabama The remammg pomon of the 1ncrease was attributable to growth in
our eXlSlll‘Ig markets . : ' ' “

. L " s ' B

*Provision for doub{ful accolints. Prowsuon for doubtful accounts- mcreased by $1.2 mtlhon or 120 7%, from

51 0 millidn for the three months-ended December 31, 2005 to $2.2 million for the three months ended December 31, 2006;
Provision-for doubtful accounts as a percentags of total revenues increased from 1.6% for the three months ended i
December 31, 20035 to 2.9% for the three months ended-December 31, 2006. The increase is primarily attributable to thel

additional provision for doubtful accounts added to the third quarter 2005 estlmates as a result of the maJor acquisitions
ompleted during the, second quarter of 2005 and were updated as a result ‘of our rewew of the prowswn f‘or doubtful

[ s b
accounis durmg the fourth quarter of 2006. - Soree o o 'l
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Interest expense, net. Interest expense, net mcreased by $1.6 million, or 90.3%, from $1.7 million for the three momhs
ended December 31, 2005'to $3.3 million for the three months ended December 31, 2006. Interest expense as a percentage of
total revenues increased from 2.7% in 2005 to 4.2% in 2006. Included in interest expense, net is an insignificant amount of
interest income. The increase is primarily attributable to increased borrowmgs under our senior credit facility for our I
expansion mto new markets during 2005 and 2006 and borrowmgs under capital lease fi inancing arrangements for our !
investment in advanced radiation treatment technolog1es in certam Iocal markets. ) ' ;

[ i ; o Y O . 1

Net iricoine.: Net income mcreased by $0.5 million, or 8.3%, from $6.7 million in net income for the three months

endéd Decémber 31,2005 to $7.2 million for the three months-énded December 31, 2006.-Net incore represents 10. 4% and

9.2% of total revenues for the three moriths ended December 31, 2005 and 2006, respectwely - ¢
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Comparison of the'Yedis Ended December 3 I 2005 and 2006 " +
Tota! révenues. Total revenues 1ncreased by $66.7 mll]l()l’] or 29 4%, from $227.3 million in 2005 to $294.0 million in

2006. Approxulnately $37.4 million of this increase resulted from our expansion into new local markets during 2005 and 2006
through the acquisition of 21 new treatment centers and the opehing of 2 new dé novo centers as follows:

date . Sites . _ Location _ Market Type

April 2005............ Frevens 1 : . . Martinsburg, West Virginia Central Maryland Acquisition
May 2005......c.cone. 3 . Las Vegas, Nevada. ,,. las Vegas, Nevada Acquisition
June 2005...............ie .5 - Holyoke, Massachusetts . Holyoke, Massachusetts Acquisition
June 2005 ..o, ] Scottsdale, Arizona Scottsdale, Arizona Acquisition
June 2005 b o 0 . Greenbelt, Maryland - Central Maryland Acquisition
June 2005 1 . - Belcamp, Maryland Central Maryland _Acquisition
September 2005 ............ | I - South County, Rhode IslandRhode Island De novo
November 2005............. o ) o Palm Springs,

<L e ] . s Palm Sprmgs California  California . De novo
January 2006................ 1 Opp, Alabama Southeastern Alabama Acquisition
May 2006.......cccvveenne 1 Santa Monica, California  Los Angeles, California Acquisition
August 2006.................. 1 + . - - %, Bel Air, Maryland . - - Central Maryland Acquisition’
September 2006 R S Beverly Hills, Califonia  Los Angeles; California ‘Acquisition
November 2006 P ‘ -Southeastem Michigan - Southeastem Michigan Acqulsmon )

Approxlmate]y $29 3 m1lllon of the total revenue increase was driven by service mix 1mpr0vements volume growth
and pricing in our existing local markets. P T T S . Lo y

" Salaries and beneftv Salaries’ and beneﬁts 1ncreased by $3] 4 lTll]]lOT] 01' 27.0%, from $116.3 million in 2005 to
$147.7 million in 2006. Salaries and benefits as a percentage of total revenues decreased from 51.2% in 2005 to 0. 2% in
2006. Additional staffing of personnel and physicians due to our expansion and acquisitions of treatment centers into new
local markets during the latter part of 2005 and 2006.contributed to-a $20.6 million increase in salaries and benefits. Within
our existing local markets, salaries and benefits increased $10.8 million due to increases in-our performance based bonus
programs, additional staffing and increases in the cost of our health insurance benefits. The $10.8 million increase in existing
local markets mcludes a one-time severance payment to a former. executlve of apprommate]y $0.5 million,

Medical supphes Medical supphes increased by S1. 8 mllhOﬂ or 33, 3%, from $5.7 million in 2005 to $7.6 million in
2006. Medical supplies as a percentage of total revenues increased from 2.5% in 2005 to 2.6% i in 2006. The increase in
medical supplies was primarily due to the increased utilization of pharmaceuticals used in connection with the delivery of
radiation therapy treatments, pharmaeeutlcals used in urology services; and chemotherapy medical supplies from new
markets and services entered into in 2005 and 2006. These pharmaceutlcals and chemotherapy medical supplles are
principally reimbursable by third-party payers Cay Ln . Y : ‘

Facility rent expemes Fac1l|ty rent expenses mcreased by §1.7 mllhon or 22.2%, from $7. 7 mllllon in 2005 to
$9.4 million in 2006. Facility rent expenses as a percentage of total revenues decreased from 3. 4% in 2005 to 3.2% in 2006.
Facility rent expenses consist of rent expense associated with our treatment center locations. Approxlmately $1.8 million of
the increase related to the expansion into new local markets and $0.2 million increase in our existing local markets, offset by
a reduction in facility rent expense of approximately $0.3 million relating to costs for the re-location of our Briarcliff Manor
operations to a hospital in our Westchester/Bronx local market during the second quarter of 2005.

Other operating expenses. Other operating expenses increased by $3.1 million or 30.9%, from $9.7 million in 2005 to
$12.8 million in 2006. Other operating expenses as a percentage of total revenues was 4.3% in 2005 and 2006. Other
operating expenses consist of repairs and maintenance of equipment, equipment rental and contract labor. Approximately
$2.3 million of the increase was related to the expansion into new local markets and $0.8 million increase in our remaining
existing local markets, primarily atiributable to an increase in the number of service contracts for maintenance of our
advanced treatment technologies.

General and administrative expenses. General and administrative expenses increased by $6.7 million or 28.3%, from
$23.5 million in 2005 to $30.2 million in 2006. General and administrative expenses principally consist of professional
service fees, office supplies and expenses, insurance and travel costs. General and administrative expenses as a percentage of
total revenues decreased from 10.4% in 2003 to 10.3% in 2006. The increase of $6.7 million in general and administrative
expenses was due to an increase of approximately $2.9 million relating to the growth in the number of our local markets,
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primarily attributable to the additional travel expenses associated with the acquisitions of treatment centers, and
approximately $4.3 million in our existing local markets offset by a decrease of $0.5 million due to the write-off of deferred
financing costs'in March 2005. The increase in the existing local markets was ‘primarily attributable to appr0x1mately $2.5!
million in malpractice insurance costs and approximately $0.9 million in professional fees

Depreciation and amortization. Depreciation and amortization increased by $6.2 mllllon or 56 6%, from $10.8 mlll10n
in 2005 to $17.0 million in 2006. Depreciation and amortization expense as a percentage of total revenues increased from
4.8% in 2005 to 5.8% in 2006. An increase in capital expenditures related to our investment in advanced radiation treatment
technologies in certain local markets increased our depreciation and amortization by approximately $2.5 million. :
Approximately.$3.0 million of the increase was attributable to the expansion into new local markets in California, Rhode |
Island, West Virginia, Arizona, Massachusetts and Southeastern Michigan and the acquisition of new treatment centers in"
existing local markets in Central Maryland, Las Vegas, Nevada and Southeastern Alabama. The remaining portion of the \
increase was attributable to growth in our existing markets. . : : ;

Provision for doubtful accounts. Provision for doubtﬁﬂ accounts 1ncreased by $2.6 million, or 38.8%, from :'
$6.8 million in 2005 to $9.4 million in 2006. Provision for doubtful accounts as a percentage of total revenues increased from
3.0% in 2005 to 3.2% in 2006. Approximately $1.3 million of the increase related to the expansion into new tocal markets in
California, Rhode'Island, West Virginia, Arizona, Massachusetts and Southeastern Michigan and the acquisition of new ¢
treatment centers in existing local markets-in Central Maryland, Las Vegas, Nevada and Southeastern Alabama and the *
balance within our rémaining existing local markets as a result of the growth in our accounts recewab[e due to services of

”

advanced new technology procedures. - ' : : : ¢

Interest expense, net. Intercst expense, net increased by $4.7 million, or 89.7%, from $5.3 million in 2005 to
$10.0 million in, 2006, Interest expense as a percantage of total revenues-increased from 2.3% in 2005 to 3.4% in2006. -
Included in interest expense, net is an insignificant amount of interest income: The increase is primarily attributable to
increased borrowings under our senior credit facility for our expansion into new markets during 2005 and 2006 and
borrowings under capital lease financing arrangements of approxitately $37.4 million for our investment in‘advanced |
radiation treatment technologies in certain local niarkets throughout 2005 and 2006. .

Impairment loss. During the first quarter of 2005, we incurred an impairment loss of $1.2 million related to the
consolldatlon of two Yonkers, New York based tr eatment centers within our Westchester/Bronx local market.’

Net income. Net income mcreased by $5.3 mllllon or 21 4%, from $25.0 m1]]|on in 2005 to $30 3 mllllon in 2006 Net
income represents 10. 9% and'10.3% of total revenues in 2005 and 2006, respectwely ' - L

.
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Comparison of the Years Ended December 31, 2004 and 2005

Total revenues Total revenues-increased by $55.9 m1lllon or 32.6%, from $l7| 4 million in 2004 to $227.3 mllllon m
2005. Approxlmately $29.8 million of this increase resulted from our expansion into new local markets during 2004'and 2005
through the acquisition of 13 new treatment centers and the opening of 5 new de novo centers as foilows:

Date Sites Location Market Type
January 2004..]. ..... RO 1 , . Destin Florida ' Northwest Fiorida = De novo’ 1‘
June 2004 ..o 1 . Créstview Florida ~  Northwest Florida " De nidvo . '
September 2004 ............ 3 . South New Jersey " South New Jersey ‘Acquisition
November 2004 ............ 1 Woonsocket, Rhode lsland Rhode Island De novo :
April 2005 ......... PR ' . Martinsburg, West Vlrglnla Central Maryland _Acquisition jf '
May 2005 .......... e 5 Las Vegas, Nevada Las Vegas, Nevada ‘Acquisition ‘
June 2005 ... 1 Folyoke, Massachusetts ~ Holyoke, Massachusetts Acquisition ;
June 2005l 1 Scottsdale, Arizona Scottsdale, Arizona Acquisition ‘
June 2005.............. e i - Gireenbelt, Maryland Central Maryland Acquisition |
June 2005 ..., | S Eelcamp, Maryland Central Maryland . Acquisition 1
September 2005 ............ t : ' South County, Rhode IslandRhode Island - . - Denovo- . b
November 2005 ............ e Palm Sprmgs . . .

1 .- . - Palm Springs, California  California ‘ De novo ,

Approximately $25.1 million of this increas: was driven by service mix improvements, volume growth and pricing in
our existing local markets. Total revenues in 2005 also included a gain of approximately $1.0 million from the sale ofa
49.9% interest in a joint venture that was formed tD operate a treatment center located in Berlm Maryland In 2005 our I

professmnal component fees comprised $15.7 million of our total revenue.
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Salaries and benefits. Salaries and benefits increased by:$29.2 million, or 33.6%, from $87.1 million in 2004 to™- +  ~
$116.3 million in 2005. Salaries and benefits as a percentage of total revenue increased from 50.8% in2004 to 51.2% in
2005. Additional staffing of personnel and physicians due to our expansion into new local markets during the fourth quarter’
of 2004 and the acquisitions of new. treatment centers acquired in-2005 contributed to a $13.4 million increase in salaries and.
benefits. Within our existing local markets, salaries and benefits mcreased $15.8 million due to increases in staff' ing, pay rates
and the cost of our health insurance benef'ts L cln e TR

o .

. Medical supphec. Medlcal supplles mcreased by $2 1 m|l]|on or 57. 4%, from $3 6«m|lhon in 2004 to $5 7 mllhon in
2005. Medical supplies as a percentage of total revenues increased from 2.1% in 2004 to 2.5% in 2005. Medical supplies
consist of patient positioning devices, radioactive seed supplies; supplies used for other brachytherapy services.and .
pharmaceuticals used in the.delivery.of radiation therapy- treatments and chemotherapy medical supplies. Approximately $1.3
million of the increase in medical suppliesiwas primarily due o the.increased utilization of pharmaceuticals used in -
connection with the delivery of radiation therapy treatments and chemotherapy medical supplies. These pharmaceuticals and
chemotherapy medlcal supplies are principally relmbursable by third- party payers.

l s m S ey, \
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: Fac:luy rent expemes‘. Facility rent expenses mcreased by. $2 3 mllhon or 44.4%, f‘rom $5.4 million in 2004 to
$7.7 million in 2005. Facility rent expenses as.a percentage of total revenues increased from 3.1% in 2004°to 3.4% in 2005.
Approximately $1.5 million of the increase related to the expansion into new local markets in New Jersey,-Rhode Island, .
West Virginia, Arizona and Massachusetts and the acquisition 'of new treatment centers:in existing local markets in Westem -
Maryland and Las Vegas, Nevada. Approximately,$0:3 million relates to costs for the re-location of our Briarcliff Manor
operations to a hospital in our Westchester/Bronx local market. [ T I T o

Other operating expenses.- Other operating expenses increased by $2.1 miilion or-28.9%, from $7.6 million,in 2004 to
$9.7 million.in 2005. Other operating expenses-as a percentage,of total revenues decreased from 4.4% in 2004 to 4.3% in
2005. Approximately $1.7 million of the increase related to the expansion-into new local markets in:New Jersey, Rhode
Island, West Virginia, Arizona and Massachuseits and the acquisition of new treatment centers in existing local markets in .,
Western-Maryland and Las Vegas, Nevada: Within our existing local markets, other operating expenses.increased $0.4
millien due to increases in the cost of repairs and maintenance of equipment. b )

General and administrative expenses. General and administrative expenses. increased by $3.8 million, or 19.7%, from
$19.7 million in 2004 to $23.5 million in 2005. General and administrative expenses principally consist of professional.
service fees, office supplles and expenses msurance and travel costs. General and admlmstratwe expenses as a percentage of

T N e e T 1 DEERT N 0
total revenues decreased from 1 1. 5% in 2004 to 10. 4% i m 2005 Approxlmately 323 m:lhon of the increase incurred was,.
associated with operating as a public company. These expenses included tegal fees, professional service fees including
Sarbanes-Oxley compliance costs, accounting fees and increased directors ahd officers insurance prémiums, public relations
and board expenses. Additional increases in general and,administrative expenses included approximately $1.4.million .
relating to the growth in the number of our ]ocal markets and $0 9 mllhon in our existing local markets of‘fset by aone time .
charge of $1.2 million for the write down of eertam of our analog Lmac and simulator mventory during the third quarter of ..
2004,

Depreciation and amortizition. Deprecmtlon and amomzatlon mcreased by $4.0 million; or 58.0%, froni $6.9. mllllon

in 2004 to $10.8 million in 2005. Deprec:tatlon "and amornzanon expense ‘as a percentage of total revenues increased from '

4.0% in 2004 t0 4.8% in 2005. An increase 'in capital expendltures re!_ated to our investment in advanced radiation treatmem
technologies in certam local markets mcreased our depre(:latlon and amortlzatlon by approximately $1.2 million. .
Approximately $3.4 miltion of the increase was atmbutable to'the expans:on into new local markets in New Jérséy, Rhode
Island, West Virginia, Arizona and Massachusetts and the achnISItlon of new treatment centers in existing local markets in -
Western Maryland and Las Vegas Nevada The remammg pomon of the increase was attributable to growth in our exlstmg
markets. )

*
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Provision for doubtful accounts Provision for doubtful accounts increased by $0.9 million, or 16.1%, from
$5.9 million‘in 2004 to $6.8 million in 2005" Provision for doubtful atcounts as a percentage of total revenues decreased
from 3.4% in 2004 to 3/0% in 2005. The increase of $0.9 millioh-in the provision for doubtful accounts was primarily related
to the expansion into new local markets in New Jersey, Rhode Island, West Virginia, Arizona and Massachusetts and the
acquisition of new tréatment centers in existing local markets-in Western Maryland and Las Vegas, Nevada.

Interest expense; net. Interest expense netincreased by $1.9 million, 6r 54:0%, from $3.4 million in 2004 to
$5.3 million in 2005. Interesl’expense as apercentage of total revenues ‘increased from'2:0% in 2004 to 2.3% in 2005 .
Included in interest expense, net is’ an 1n51gn1ﬁcant amourit of interést mcome Approx:mately $1.6 million of the increase is
as a result of the increased borrowings for our expansion into new: markets:" Approxlmately $0.4 million of the increase is as a
result of an increase in rates and the remainder of the increase is due to interest on additional capital leases entered into in late
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2004 and 2005 of approximately $0.5 million, offset by the interest cost savmgs on the Term B loan of approximately $0:5
million paid off in June 2004. - i

¥

Impa:rmem Ioss During the first quarter of 2005, we incurred an 1mpa1rment loss of $l 2 million related 1o the b
consolidation of two Yonkers, New York basec. treatment centers within our Westchester/Bronx local market.

Net income-and pro forma net income, Net income increased by $5.8 mllhon or 29 9%, from $19.2 million in pro
forma net income in 2004 to $25.0 million in 2005. Net income and pro forma net income represent 10,9% and 11.2% of total
revenues in 2005 and 2004, respectively. Net income is discussed on a pro forma basis due to a provision for income taxes to
reflect the estimated corporate income tax expense based on the assumption the Company was a C corporation at the .
begmmng of 2004 and provides for income taxes utlhzmg an effective rate of approximately 40.0%. ; ;

quuldlty and Capital Resources ' .

t PR [ [ ) ' . i

Our principal capital requirements are for working capital, acquisitions, medical equ1pment replacement and expansmn
and de novo treatment center development. We fund acquisitionsthrough draws on our revolvmg credit facility. Workmg
capital and medical equipment are funded through cash from operations, suppleménted, as needed, by five-year fixed rate
lease lines of credit. Borrowings under these lease lines of credit are recorded on the balance sheets. The construction of de
novo treatment centers is funded directly by third parties and then leased by us. We finance our operations, capital ’
expenditures and acqu1stt10ns through a combination of borrowings, cash generated from operations and seller ﬁnancmg

Prior to our initial public offermg, we used real estate entities owned by members of the board of directors and
executive management, and by employees to finance the construction of certain of our treatment centers and the development
of our corporate héadquarters. The rents-were cletermined on the basis of the debt service incurred by the entities and a return
on the equity component of the project’s funding, Prior to completing our initiat public offering in June 2004, we engaged an
independent consultant to complete a fair market rent analysis for the real estate leases with these entities. The consultant
determined that; with one exception, the rents are-at fair market value. We negotiated a rent reduction for the one exceplion 0
bring it to fair market value as determined by the consultant. Since becoming a public company, an independent consultant .
has been utilized to assist the Company’s audit committee in determining fair market- rental for any renewal or new rental
arrangements with any affiliated party. | , s : ‘
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Cash Flows From Operating Acnvmev ' : R : : . ‘| .

Net cash provided by operating activities for the years ended December 31, 2004, 2005 and 2006 was $28.2 m1lhon
$22.3 million and $36.0 million, respectively.

4 T PR ! - !

Net cash provided by operatmg activities decreased by $5.9 million from $28.2 miltion in 2004 to $22.3 million ml
2005. The decrease of $5.9 million was affected by income tax payments made in 2005 of approximately $17.6 million, as
compared to tax payments of approximately. $6.0 million made in 2004, offset by an increase in our net income. Accounts
receivable increased by $21.6 million from the prior year due primarily to our expansion into new local markets in New -
Jersey, Rhode lsland West Vlrgmla Arizona, and Massachusetts and in existing local markets in Florida, Maryland and
Nevada. - : - '. . . \

. : : . ‘

Net cash prowded by operating actlvme‘ increased by $13.7 million from $22.3 ‘million in 2005 to $36 0 million in
2006. Net cash provided by operating activitics was affected by an increase in ‘accounts receivable of $12.5 million from the
prior year due primarily to our expansion into new local markets in California, Rhode Island, West Virginia, Arizona, )
Massachusetts, and Michigan and in existing local markets in Florida, Maryland, Nevada and Southeastern Alabama. Cash
flow from operating activities was also impacted by approximately $1.2 million in prepayments for maintenance service

contracts of our advanced treatment technologles and approximately $3.4 million in prepayments for our medical malpractice
premlums

.y -, oo . * - ' e e
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Cash Flows From InvestmgAcrwmes Lo T T A

Net cash used in 1nvestmg activities for 2004, 2005 and 2006 was $25.2 mll]lOﬂ $63.3 mllhon and $96.6 million
respectwely ' 1

Net cash used in investing activities mcreased by $38 1 m:lhon from $25.2 million in 2004 to $63 3 million in 2005,
Net cash used in investing activities was impacted by approximately $43.2 million from the acquisitions of radiation ceniter
assets during 2005 and approximately $19.8 million in additional purchases of property and equipment related to new
equipment and equipment upgrades. In addition, approximatety $3.1 million of purchases of marketable securities for .
" investments in municipal bonds and preferred stock during 2005 and proceeds of approximately $1.8 million from the sale of
an equity interest in a joint venture contributed to the change in our investing activities.
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Net cash used in investing activities increased.by $33.3 million from $63.3 million-in 2005 to $96.6.million in 2006.
Net cash used in investing activities was impacted by approximately $81.0 million from the acquisitiéns of radiation centet .
assets during 2006 as compared to approximately $43.2 million of acquisitions in 2005. Approximately $19.7 million in
additional purchases of property and equipment related to new equipment and equipment upgrades impacted the change in
our investing activities. Approximately $5.5 million for the sale of marketable securities during 2006 as compared to the **
purchases of marketable securities of $3.1 million in 2005 contributed to the change in our mveslmg activities. The sale of
the marketable securltles in 2006 was used to fund a pomon of the purchase prlce of our Sanla Momca facnhty in May 2006

W PYE

Historically, our capital expénditures’ have been primarily for equipment, leasehold- 1mprovements and information
technology equipment. Total capital expenditures, inclusive of amounts financed through capital lease arrangements and
exclusive of the purchase of radiation treatment centers, were $23.2 million, $34.6 million and $42.4 million in 2004, 2005
and 2006, respectively. Historically, we have funded our capital expenditures with cash flows from operations, borrowings
under the senior credit facility and borrowings under our lease line of credit. Over the next 12 to 18 months, we estimate $28
to $37 million in capital spending focused .on expanding existing local markets and updating the technology in our centers
acquired in 2006. To the extent that we acqmre or mtemally develop new radiation treatment centers, we may need to
increase our expected capital expendltures ona propomonatc basis. |
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Cash From Fi mancmg Activities
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Net cash used in financing activities for the year- ended December 31, 2004 was $0.5 million. Net cash provided by
financing actwltles for the year ended December 3I 2005 and 2006 was £45. 0 million and $67 1 mlllton respectwely

Net cash used in financing activities for the year ended December'3l 2004 was impacted from the borrowing of
approximately $59.1 million under-our seniof secured credit facility, offset by distributions to $hareholders of approxirmately
$46.4 million in 2004, which included & one-timé"distribution of $40.0 million. We incurred approximately:S1.6 million in -
fees as a result of éntering into otir-third-amended and restaied senior seciired credit facility on Marchi31, 2004, We received
net proceeds of approximately-$46'8 million from the completion of an'initial public offering of our common stock on
June 23, 2004, Répayments of debt of approximately $61.3 million included the application of approkimately $44.0 of the net
proceeds used to repay outstanding indebtedness under our senior secured credit facility-and approximately $2.8 million-of
the net proceeds used to repay outstanding indebtedness to certain of our directors, officers and related parties. The receipt of
$2.3 million from the exercise of stock options, the receipt of $0.9 million from payments of notes receivable from
shareholders and payments of $1.9 million in loan costs relating to our senior secured credit facility also impacted cash flow -
from financing activities during 2004. . :
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In the first quarter of 2004, we borrowed approximately $40.0 million under oiir sehiof credit facility, fora planned
one-time distribution to qur shareholders in,April 2004 and we borrowed approximately $£7.7 million for the acquisition of
the two New Jersey’ centers in the thlrd quarter 01 2004 and other bormwmgs of apprmumately $11.4 million. -

In 2005, we borrowed approximately $50.6 million under our senior secured credit facnllly, of which $43.2 million was
for the acquisition of radiation center assets durmg the second quarter of 2005. Net cash provided by financing activities was
also impacted by approximately $53.2 million reduétion in repayments of debt as a result of our receipt of proceeds of
approximately $46.8 million in June 2004 from our initial public offering of common stock, which was utilized to repay’
indebtedness in 2004, Costs relatmg to the refinancing of the senior secured credlt fac:hty were approximately $1.5 million in
2005 as compared to $1.9 million in 2004, The receipt of $2.7 million from the exercise of stock options and the receipt of .
1.3 million from payments of notes receivable from shareholders also 1mpacted cash flow from financing acuwues during
2005. Distributions to shareholders were appropumately $46.4 million in 2004; no distributions have been made since our
initial public offering in June 2004

AT

Net cash provided by financing activitiés increased by $22.1 miliion from $45.0 million in 2005 to $67.1 million in
2006. The increase in cash provided by financing activities was primarily attributable to the borrowing of approximatély
£50.6 million for the acquisition of the treatment centers in 2005 compared to $68.5 million in borrowings in 2006.
Repayments of debt of approximately $10.3 million in 2006, primarily for capital lease obligations, and prepayments of $1.8
million under our senior secured credit facility impacted cash flow from financing activities during 2006. The receipt of $6.0
million from the exercise of stock options and the tax benefit of $2.9 million from stock option exercise also impacted cash
flow from financing activities durmg 20{)6 Cosls relatmg to the refinancing of lhe senior secured credit facility were
approximately $1.5 million in 2005.: o S S S ‘ .

et o '

Cred:tFacth!yandAvmlableLeaseLmes S, bt ML

i

OnMarch 18, 2005 we amended our third amended ‘and restated senior securéd-credit facility prmmpally to increase -
the Term A loan to $35 miilion and increase éur revolving credit commitment from $80 mllllon to $140 million. Per the
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|
amendment, the interest rate spreads on the Terra A loan and on the revolver were reduced: overall by 25 basis points. Thel. .
amendment extended the matunty date of the Term A loan and the revolver to-March-15, 2010. T :

On April 26, 2005 we amended,our third amended.and restated senior secured.credit facility principally to increase the
aggregate amount of permitted acquisitions from $25 million to $45 million and to obtain consent on the purchase of five]
radiation treatment centers located'in’Clark County, Nevada from Associated Radiation Oncologists, Inc. As a result of ou
reﬁnancmg in March and Aprll 2005, we wrote- off approxrmately $579 000 of ﬁnancmg costs capltahzed in connection wrth
our previous credit facility.” " * - e e e T l

=

On December 16, 2005, we entéred into a fourth amended And restated senior secured crédit facility principally to |
provide for a $100 million Term B loan. Our fourth amended and restated senior.secured credit facility-provides, subject to,
our compliance with covenants and customary conditions, for $290.0 million in borrowings consisting of: (i) a $100 million
Term B loan, {ii)"a $50-million accordion feature, which allows the us to.increase-the aggregate principal.amount-of the Term
B loan to $150 million, and (iii) a $140 million revolver. Weésed the proceeds of the $100 million Term B.loan to pay off '
our pre—exrstmg Term A loan as well as the borrowmgs drawn on our $140 million revolver.

e A Jtm R Lo EL A R I R E RN o s
On November, 14, 2006 -we amended- our.fourth amended and restated-senior sécured credit facrlrty to exclude the ||l '
acquisition of the radratlon centers in Southeastern Michigan from the total permitted acquisition amount threshold of $62
million in 2006, increase the amount of our 2006 permitted capital expenditures to $50 million, and increase the amount of
purchase money mdebtedness outstandmg at’any tinie from $40 iillion to $70 m1lllon' e e ' ll
Lon ' .‘v'-l.‘t,.-, W T e LT ' e S i s
The Term B loan requires quarterly payments of $250 000 and matures on December 16, 2012 The Term B loan B
initially bears interest either at LIBOR plus a spread of 200 basis points or a specified base rate plus a spread of 50 basis |
points; with the opportumty to permanently reduce the spread by 25 basis points on LIBOR and base rate loans after six ~E|
months provided our leverage ratio is below 2.00 to 1, 00 At June 30, 2006, our leverage ratio was below. 2. 00 10,1, 00 and
we reduced our mterest rate on the Term B loan by 25 basrs points. - - T o= e . “f .
" Our senior secured credit facrhty matures on March 15,2010 and is secured by a pledge of substant1ally alt of our .l_ )
tanglb]e and intangible.assets, and.requires.us tc make mandatory prepayments of outstanding borrowings. Mandatory |I b
prepayments include prepaymentsito the Term B portion of the senior secured credit facility from proceeds from asset .. j K
® dispositions and debt and'equity issuances; limited to a percentage of the proceeds and/or an excess amount above a dollar
threshold. Beginning with the.year ended December.31,,2006, we are required-to prepay-the Term B portion of the semorl
secured credit facrhty of up to 50% of excess ca:.h ﬂow 1f our leverage is, equal to or, greater than 2.75 o 1,00. To date wer
have notbeen requ1red to make. such | prepaymer is. The revolvmg credtt facrltty also requires ‘that we comply with. varrous, .
other covenants, mcludmg, but not hmrted to, lnn1tatlons on our; leverage restrtctlons on,new lndebtedness [the ability to L
merge or consolidate, asset sales, capttal expend1tures acqutsltrons and d1v1dends Borrowmgs under the sernor secured
credit facility bear interest at LIBOR plus a spread ranging from 125 to 250 basis pomts or a specified base rate plus a spread
ranging from 0 t0,100 basis points, with.the exact spread -determined upon the basis of our leverage ratio, as defined- We are
required;to pay a quarterly unused commitment fee at a rate ranging from 25 to 50 basis points on our revolving line-of cr'edrt
determined upon the basis of our leverage ratio, as defined. .

.

:
Our fourth amended and restated senior secured credit-facility:, « .- e ConL et l

. - -

“» g seciured'by a'pledge of substantta]ly all of our tangible and intangible assets; mcludlng accounts recetvab[e B
inveritory’ and capitalstock:of our existing and futii¢ subsidiaries,‘and requires:that borrowmgs and- other’ S
“tamourits due under it will be' guaranteed by our exrstmg and future domesttc subsrdtartes o Ean

el ' r“ oo a e e w0 1 ,

., requlres us to make mandatory prepayments of outstandmg borrowmgs wrth a correspondmg reductron in the
maxrmum amount of borrowmgs avallable under the senior secured credlt facrllty, with net proceeds from .,
e msurance recoverles and asset sales, and with the net proceeds from the-i issuance of equ1ty or debt secunt]es, ll
subject to specn" ed excepttons o .

R AT TR S SURTS LU T TV L8
1 2+ .oincludes a.number of restrictive coverants including, among other things, limitations-on-our leverage, capital':and
1+ . acquisitions expenditures,:and requirements-that we maintain minimum.ratios of cash flow to:fixed charges and
of cash flow to interest;
LT " [ TS FANN T * [ . T FLTRN 7100

. llmlts  our ablltty to pay d1v1dends on our capttal stock; and ‘ : i
t b e T e, - S LR D
*  contains customary events of default mcludtng an event of default upon a change in our control. ,rll

In connection with entering mto our fourth amended and restated senior secured credit facility in 2005, we mc:urredI
fees and expenses of approx1mately $860, 000, whrch have been recorded as deferred ﬁnancmg costs and are bemg amortlzed
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over the term of the related debt instruments. Additionally, in 2005 we wrote- off approxlmately $124,000 of fi nancmg costs
capitalized in connection with our previous credit facility, - - 1

The revolving credit facility requires that. we comply with certain ﬁnancnal covenants, mcludmg

"t : ' .. B T )

- L e oo “Requirement - Level at December 31, 2006
Maximum permitted consolidated leveraée 1213 s JOORORORTRN ’ ....... {3.25 to lI.OO, . 242 to 'l 00
Minimum perrnittecl consolidated fixed charge coverage ratio..... e, e >1.50t0 1.00 2.3810 1.00
Minimum permitted consolidated interest coverage ratio.......t...'.'............‘...'.'..: ............ >3.75t0 1.00 i 632t0'). 00

The maximum permitted consol:dated leverage ratio requ:red is <3, SO to 1.00 through September 30, 2006 <3. 25 to
1.00 from October 1, 2006 through December 31 2007 and <3,00 to 1.00 thereafter,

The revolving credit facility also requires that we comply w1th vanous other covenants, including, but not limited to,
restrictions on new indebtedness, the ability to merge or consolidate, asset sales, capital expendltures acqmsmons and

dividends, with which we were in compliance as of December 31, 2006::

The following table sets forth the amounts outstanding under our revolving credit facility and. Term B loan, the
effective interest rates on such outstanding amounts for the quarter and amounts avallable for additional borrowing
hereunder, as of December 31, 2006 . . :

+

. . . e . . N . AmountAvailnble

Effective L . Amount for Additional
Senior Secured Credit Facility Interest Rate Letters of Credit Outslnndlng Borrowing
. co ' (Dollars in thousands)
Revolving credit facility......ccooeeieeieieeecens et . 6.9% § 300 % 66,700 § 73,000
Term B 10N ....oeooeeoeeeeeeee e JRSSTO RO o1 = 98550 50,000

Total............: SO O TR SOOI e . § 300 3.- 165250. 3% 123,000

+

* As of December 31, 2006, we had $205.2 million 6f outstanding debt, $12.3 million of which was classified as current.
Of the $205.2 million of outstanding debt, $165.3 million was outstanding to lenders under our fourth amended and restated’
senior secured credit facility, and $39.9 million was outstanding uhder éapita] leases and other miscellaneous indebtedness.
As of December 31, 2006, of the outstanding borrowmgs under our fourth amended and restated senior secured credit
facility, $1.0 mllhon was classified as Current

-We currently maintain a lease line of credit with a i nanc:al institution for the purpose of leasing medical equipment in
the total'commitment amount of $10 million. As of December 31, 2006 we had $8.5 million available under the leasé line of
credit. ! ' !

We believe available borrowings under our current credit facility and lease lines, together with our cash flows from
operations, will be sufficient to fund our currently anticipated requirements for at least the next twelve months. After such
time period or in the event our requirements increase, to the extent available bon‘owmgs and cash flows from operations are
insufficient to fund future requirements, we may be required to seek additional financing through additional i increases in our
credit facility, negotiate credit facilities with other lenders or institutions or seek additional capital through pnvate
placements or public offerings of equity or debt securities. No assurances can be given that we will be able to extend or
increase the existing credit facility, secure additional bank borrowings or coimplete additional debt or equity financings on
terms favorable to us or at all. Any such financing may be dilutive in ownership, preferences, rights, or privileges to our
shareholders. If we are unable to obtain funds when needed or on acceptable terms, we will be required to curtail our
acquisition and development program. Our ability to meet our. funding needs could be adversely affected if we suffer adverse
resulis of operations, or if we violate the covenants and restrictions to which we are subject under our current credit facility.

Reimbursement, Legislative And Regulatory Changes

Legislative and regulatory action has resulted in contmumg changes in relmbursemem under the Medicare and
« t
Medicaid programs that will continue to limit payments we receive under these programs.

‘Within the statutory framework of the Medicare and Medicaid programs, there are substantial areas subject to
legislative and regulatory changes, administrative rulings, interpretations, and discretion which may further affect payments
made under those programs, and the federal and state governments may, in the future, reduce the funds avaitable under those
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i
ptograms:or require more stringent utilization ard quality reviews of our treatment centers or require other changes in our{l-
operations. Additionally, there may be'a continued rise in managed care programs and future restructuring of the financing
and delivery of healthcare in the United States. These events could have an adverse effect on our future financial results. -

lnﬂatwn' oo

Whl]e mﬂanon was not a material factor in elther revenue or operaung expenses during the perlods presented the .
healthcare mdustry is labor-intensive, Wages and otlier expenses increase during periods of inflation and labor shortages, §
such as the nationwide shortage of dosimetrists and radiation theraprsts In addition, suppllers pass alung rising costs to us in
the form of hlgher prices. We have 1mplememecl cost control measures to curb increases in operating costs and expenses. We
have to date offset increases in operating costs by increasing reimbursement or expandmg servrces However, we cannot
predict our abrllty to cover, or offset, future cost.increases. "+ ° - :

! Lo, [ Lo . N RN . NEE ﬂ
Commitments

“The followmg table dlscloses aggregate mformatlon about our contractual oblrgatlons and the penods m whlch

pnyments are, due as of December 31 2006: ,

. .
1 . b I L. o4t

"Payments Due lry Period

‘ . Less Than o After
| Contractual Cash Obligations Total 1 Year 2-3 Years 4-5 Years 5 Years

- - - .- - e LS : . e = "+ - (In thousands) - - ;
l Long-term debt.‘. ................. et e s § 165250 % 1,000 § 2000 $ 68700: § 93,550
| Capltal lease obligations .........ccveineneiniennnnd SRR R 39,994 11,285 18,290 10,419 y —
| Interest'on Seénior Crédit Faility (1).. ook bt 56375 7 11,495 22990 14975 16,915
' Interest on capltal lease obhganons (2) ......... ,....."...f ................ .o 10 736 - 2,595 4974 3,167 —

1 I

Operatmgleases.., .......... ey 128329 11086 21,088 19,637 76,518
Total contractual cash obllgatlons N :.400,684"~$— 37461 § 69342 § 116898 § 176,983

' : ' " . o L B ) . 1 ‘

(1)  $20 million of the Term B loan is fixed through an interest rate swap agreement at 4.87% plus an applicable margin
_through December 31, 2009. The variable: portion of the Senior Credit Facility utilized the rates in effect at, :
" December 31, 2006 plus:the applicable margin through the maturlry date of December 2012 for the Term B pomon and
March 2010 for the Revolving Credit portion. . , i ,
(2) Interest on capital iease obhgatlons is at fixed rates ranging from 19% o 11 4% K L ‘

Off Balance Sheet Arrangements - - =2 U NN

We do not currently have any off-balance sheet arrangements with unconsolidated entities or financial partnershrps
such as entities often referred to as structured finance or special purpose entities, which would have Been established for the
purpose of fac111tatmg off-balance sheet arrangi:ments or other contractually narrow or limited purposes. In addition, we do
not engage in trading activities mvolvmg non-exchange traded contracts. As such, we are not materially éxposed to’ any
financing, liquidity, market or credit risk that could arise if we had engaged in these relationships.

Seasoriality
- .o 4

i Our resull;s of operations hrstorlcally have ﬂuctuated on a quarterly basis and can be expected to continue to ﬂuctuate. »
Many of the patients of our Florida treatment centers are part -time residents in F lorida dunng the, winter months. Hence,;
these treatment centers have h:stonca!ly experlenced higher utilization rates during the winter months than durmg the .
remainder of the year. In addition, referrals are typically lower in the summer months due lo traditional vacation periods:

Recently Issued Accounting Pronouncements ., “
In June 2006 thé FASB issued Interpretatlon No. 48, “Accoummg for Uncertamty in Income Taxes”, which clarlf' ies
the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS
No. 109, “Accounting for Income Taxes.” The interpretation prescribes a recognition threshold and measurement attrlbute for
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This |
interpretation also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
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disclosure, and transition. This interpretation is effective for fiscal years beginning after December 15, 2006, The Company is
currently evaluating the potential impact that the adoption of this: |nterpretauon will have on its financial posmon and results,

+

of gperations, » ¢ < .0 . .0 1wt L cge v oy, S e A

Item TA. Quantitative and Qualitative Disclosures about Market Risk

Interest Rate Sensitivity. We are exposed to various market risks as a part of our operations, and we anticipate that this
exposure will increase as a résuit of our planred growth.'In an effort to mlttgate losses associated with these risks, we may at
times enter into dérivative financial instruments. These derivative ﬁnanc1al instruments may take-the form of forward sales -~
contricts, option contracts, and interest rdte swaps. We have notand do not mtend to engage in the pracuce of tradlng
© derivative securtttes forprofit L R AR S "

L ' fi s e B L A T S A | ty, B L N AP ot AN

Imerevr Rate Swap. On Aprt] 1, 2005 and August 31, 2005, we entered into interest rate swap.agreements: wnh T
notional amounts of $5.0 million and $I 1.0 million, respectively. These interest rate swap agreements were terminated on
December 16, 2005, as a result of the refinancing of the f‘ourthamended and restated senior credit facility.

+

On December 30, 2005, we entered into an interest rate swap agreement. with a notional amount of $20 million. This
interest rate swap transaction ifvolves the exchange of ﬂoatmg ‘for fixed rate mterest payments over the life of the agreement
without the exchange of the underlying principal amounts. The differential to be patd of received is acerued and is recogmzed
as an adjustment to interest expense. These agreements are 1ndexed to 90 day LIBOR. The following table summarizes the
terms of the swap: e B

Rl

f- Lt T LT
NotionnlAmoum o " Fixed Rate ~ Tt 7t Term in'Months Maturity”

$20.0 million. . . ) a. 87% (pius a margm) L ... 48 .. . . December 3] 2009 «+ .

The fixed rate does not mclude the margtn which.i 1s currently 175 basis pomts In add|1t10n furtherl changes in mterest
rates by the Federal Reserve may increase “or.decrease our interest cost on the outstanding balance of the credit famhty not
subject 1o interest rate pt’OleChOn Cur swap transaction involves the exchange of flcating for fixéd rate interest payments
" over.the life of the agreement without the exchange of the underlymg principal amounts. The differential to be paid or
received is accrued and is recognized as an adjustmenteto interest expense. We use derivative financial instruments to reduce
interest rate volatility and associated risks arising from the floating rate structure of our senior credlt faCtllty and do not hold
or issue them for tradmg purposes,

P e - PR 0 o LA R SR - RS FVE N

) Interest Rates 'As of Decernber 31, 2006 we have intérést rate exposure on $145.3 mllllon of our senior secured credit
facility. Our debt obligations subject to- ﬂoatmg rates-at December 31, 2006 include $I45 3 million of variable rate debt at an
approximate average interest rate of 7.0% as of December 31, 2006. A 100 basis point change in mterest rates on our variable
rate debt would have resulted in interest expense fluctuating approx1mately $1:5 million'on a'caléndar year basis.

Item 8. Financial Statements and Supplementary Data . ._ ... . ..

. Information with respect to this Item is contained in our consolidated financial statements beginning with the Index on
Page F-lof thlS report whtch is tncorporated herein by reference

LT S ) Lk . ’o
T S AP : : o ;.
Item 9. Changes in and Disagreements wrth Accountants on Accountmg and Fmancml Drsclasure

None, AR T ' g Ce LT R

Item 9A. Controls and Procedures oy

Conctusion Regarding the Effectiveness of Disclosure Controls and Procedures. We carried out an evaluation, under the
supervision and with the pamc1pat:on ‘of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the
design and operatton of our disclosure controls and procedures as of the end of the'period covered by this report pursuant to
Exchange Act Rulel3a-15. Based on this evaluatton our Chief Execuitive Officer and Chief Finaricial Officer concluded that’
our disclosure controls and procedure$ were éffective as of the end of the petiod covered by this report.

Changes in Internal Control Over Financial Reporting. Theré'fia§'beeri'nd change in our internal control over financial
reporting durmg the fourth quarter of 2006 that has matertally affected or s reasonably likely to materially affect, our
mtemal control over f'manual reportmg

o [P L LN e et * - ’




Management’s Annual Report on Internal Control Ovér-Financial Reportmg ST S

Our managemem is responsible for eslabllshmg and ma:nlammg effective mlemal control over financial reporting, as
such term is defined in Exchange Act'Rule 13a-] 5(f). Our mtemal control system was designed ‘under the stpervision of our
President and Chief Executive Officer dnd Exécutive Vice President and Chief Financial Officer and with the participation of
management in order to provide.reasonable assurance regarding the reliability of our financial reporting and our preparation
of financial slalements for external purposes in accordance with US. generally accepted accountmg principles. ., .

Allinternal coritrol systems no.matter how wel] demgned and tesled have inherent hmntanons mcludmg among other
things, the pOSSIbmty of human error, circumvention or dlsregard Therefore, even those systems of internal control tht h'ave
been determined to be effective can provide only reasonabie assurance that the objectives of the internal control system are
met and may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subject 1o the risk that controls may become madequate because of changes in conditions, or that the degree of compllance

with the policies or procedures may detenorate ) . §|

Under the supervision of ounPresndent and Chief Executive Officer and Executive Vice President and Chief F inanéia]
Officer and with the participation of management, we conducted an assessment of the effectiveness of our internal comrol
over financial reporting based on the criteria set forth in “Internal Control—Integrated Framework” issued by the Commmee
of Sponsoring Organizations of the Treadway Commission {“COSO™). Based on an assessment of such criteria, managemenl
concluded that, as of December 31, 2006, we maintained effective internal control over financial reporting. ..

Management’s assessment of the effectiveness of our internal control over financial reporting as of December 31, 2006 has
been audited by Ernst & Young LLP, an independent registered public accounting firm, as stated in their report which is | d
included below.

. Attestation Report of the Independent Registered Public Accounting Firm

Report of Independent Registered Public Accounting Firm !

The Board of Directors and Shareholders of
Radiation Therapy Services, Inc. and Subsidiarizs

We have audited management’s assessment, included in the accompanying Management’s Annual Report on [nternal Control
over Financial Reporting, that Radiation Therapy Services, Inc. and subsidiaries (the Company) maintained effective internal
control over financial reporting as of December 31, 2006, based on criteria established in Internal Control—Integrated |
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). The
Company’s management is responsible for maintaining effective internal control over financial reporting and for its i
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on i
management’s assessment and an opinion on the effectiveness of the Company’s internal control over financial reporting .
based on our audit. ‘ !
. [
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United |
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Qur audit included obtaining an
understanding of intemal control over financial reporting, evaluating management’s assessment, testing and evaluating the,
design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in

the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the i
company; and (3) provide reascnable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could h wve a material effect on the financial statements. '

. J
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to-future periods are subject to the risk that controls may become madequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. -
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In our opinion, management’s assessment that Radiation Therapy Services, Inc. and subsidiaries maintained effective internal
control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO criteria.
Also, in our opinion, Radiation Therapy Servnces Inc. and subsndlanes maintained, in all material respects, effectwe internal

control over, financial reporting as of December 31, 2006, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Radiation Therapy Services, Inc. and subsidiaries as of December 31,2005 and 2006, and
the related consolidated statements of income and comprehensive income, shareholders’ equity, and cash flows for each of
the thre€ years in the penod ended December 31, 2006 and our report dated February 12, 2007 expressed an unqualified

opinion thereon. s

LY Ernsi & Youhg LLP .ooioeeeeeseseissssssrenen

Certified Public Accountants
. . . Tampa, Florida.,

February 13,2007 o o

-
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Item 9B. Other Information ’ S f
None [t_
PARTIIL b0, L varm 2t o 6% 0 o 4
Item 10. Directors, Executive Officers and Corgorate Governance |, 1.« ., v .4 S ,
Executive Officers . RS O ORUEL S TN ST !

Information required to be included by this item with respect to our executive officers is.incorporated by reference to
the information contained under the caption “Management and “The Board of Drrectors and Corporate Governance” |
included in otir proxy statement relating to our annual meetmg of shareho]ders whrch we expect to ﬁle with the Securmes'
and Exchange Commission within 120 days after December 31, 2006 ke !

LI P Coa o
T 3 oape r.' .- 1 ~ LTI

Our board of directors expects. its members, as well as our ofﬁcers and employees to act ethrcally at all trmes and to
acknowledge in wrmng their adherence to the pollc1es comprrsmg our Code of‘ Conduct arid a$ apphcable in our Code of -
Ethics for Senior Financial Officers and Chief Executive Officer (“Code of Ethrcs”) The Code of Ethits is posted on our
website located at www.rtsx.com under the heading “Corporate Governance.” We intend to disclose any amendments to our
Code of Ethi¢s and any, waiver from a provrsron of such code, as required by. the SEC, on,our website within five business
days followmg such amendment or waiver. - ;w

(R

»

Directors

Information required to be included by this item with respect to our directors is incorporated by reference to the
information contained under the caption “Election of Directors” included in our proxy statement relating to our annual
meeting of shareholders, which we expect to file with the Securities and Exchange Commission within 120 days after )
December 31, 2006.

Compliance with Section 16(a) of the Exchange Act

Information required to be included by this item with respect to compliance with Section 16(a) of the Securities
Exchange Act of 1934 is incorporated by reference to the information contained under the caption “Section 16(a) Beneficial
Ownership Reporting Compliance” included in our proxy statement relating to our annual meeting of shareholders, which we
expect to ftle with the Securities and Exchange Commission within 120 days after December 31, 2006. !

|

Item 11. Execufive Compensation “

This information is incorporated by reference to the information required to be included by this item contained under
the captions “Election of Directors—Information Regarding the Board of Directors—-Compensation of Directors,”
“Compensation Discussion and Analysis,” “Executive Compensation,” “Compensation Committee Report on Executive
Compensation” and “Compensation Committee Interlocks and Insider Participation™ included in our proxy statement relating
to our annual meeting of shareholders, which we expect to file with the Securities and Exchange Commrssron within 120
days after December 31, 2006. . |

]
[tem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Except for the disclosure under the caption “Equity Compensation Ptan” which is included in Item 5 of Part I] of this.
report, this information is incorporated by reference to the information required to be included by this item contained under
the caption “Principal Shareholders and Security Ownership of Management” included in our proxy statement relating to our
annual meeting of shareholders, which we expect o file with the Securities and Exchange Commission within 120 days aﬂer
December 31, 2006. ‘ ;T

]
|

Item 13. Certain Relationships and Related Party Transactions, and Director Independence ‘3

This information is incorporated by reference to the information required to be included by this item contained under
the caption “Certain Relationships and Related Perty Transactions” included in our proxy statement relating to our annual -
meeting of shareholders, which we expect to file with the Securities and Exchange Commission within 120 days afier !

December 31, 2006. ]
ktem 14. Principal Accounting Fees and Services 1:

This information is incorporated by reference to the information required to be included by this item contained under;
the caption *“Ratification of Independent Registered Public Accounting Firm” included in our proxy statement relating to our
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annual meeting of shareholders, which we expect to file with the Securities and Exchange Commission within 120 days after
December 31, 2006. ) L ) T

PART 1V
Item 15. Exhibits and Financial Statement Schedules
(2) Index to Consolidated Financial Statements, Financial Statement Schedules and Exhibits:
(1) Consolidated Financial Statements: o .
See Item 8 in this report.

Thie consolidated financial statements requlred to be included in Part I, ltem 8, are indexed on
Page F-1 and submitted as a separate sectlon of this report . . . ,

(2) Consolidated Financial Statement Schedules:

T Al schedules are omitted because they are not applicable or not reqmred or because the required
mformatlon Is mcluded in the consolidated fi nancml statements or notes in this report

(3) Exhtbtts .

The Exhibits are incorporated by reference to the Exhibit lndex followmg thls Annual Repon on
Form 10-K.

)
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REPORT OF lNDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMQ - N "o
The Board of Directors and Sharcholders of Radiation Therapy Services, Inc. and Subsidiaries” * SRENTLE -

We have audltecl the accompanying consolidated balance sheets of Radiation Therapy Services, Inc. and subsidiafies’” .
(the “Company™) as of December 31, 2005 arid 2006, and the related consolidated statements of income ‘and comprehenswe
income, shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2006. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on thése
financial statements based on our audits. e U o I

- . - . R,

We conducted our audits in accordance with the standards of the Public Company Accouriting Oversight Board (United
States). "Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audlt also includes examining, on a test basis, evidence supporting the |
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
51gmﬁcant estimates made by management,-as well as-evaluating the overall financial statement presentation. We beheve that
our audits provide a reasonable basis for our opinion.

. L e
In our opinion, the financial statements referred to above.present fairly, in all material respects the consolidated
financial position of Rad:atlgn Therapy Services, Inc.’and subsidiaries at December 31, 2005 and 2006, and the consolidated

results of their operations and their cash flows for each of the three years in the penod ended December 31, 2006 in
conformity w1th U.S. generally accepted accountmg prln(:lples S e C L T

4

We also have audited, in accordance with the standards of the Publi¢ Comipany Accounting Ovetsight Bodrd (United
States), the effectiveness of Radiation Therapy Services, Inc. and subsidiaries’ internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commlssmn and our report dated February 12, 2007 expressed an unquallf' ed
opinion thereon. _ : -

-t Sy

L LA ERNST & YOUNG LLP .
Certified Publlc Accoun;ltants L '
Tampa Florida

February 12, 2007 , ' L ;
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RADIATION THERAPY SERVICES, INC.
AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
o ' Year En‘ded Dec.cmber R '

) - - 2004 " 2005 - 2006
Net patient service revenue t ' R | 163,719,027 % 217,590,469 $ 28?'1,066,5,39
Other revenue ' ' o 7,654,283 9,659,844 . 9915414,
Total revenues .o — o L . 171,373,310 227,250,313 293,981,953,
Salaries and benefits . . - e . 87,059,350 | 116,299,899 147,696,630
Medical supplies . o 3,608467. 5678516 ... 7,569,011
Facility rent expenses _ 5,346,745 7,720,023 9,432,417
Other operating expenses : R RN 7,560,469 - 9,748,650 12,761,111
General and administrative expenses - o s 19,671,484 ¢+ - 23,537,783 30,209,527:
Depreciation and amortization . - . Co. . 6,859,570 10 836,880 16,966,523
Provision for doubtful accounts, .. . | . LT ss2325 67924020 9,424,524
Interest expense, net o CL 3435121 5,290,034 10,035,949
Impairment loss . S PR — ..1,225,853 o —
Total expenses 139,393,531° . 187,130,040 ~ . 244,095,692
Income before minority interests . A v 31,979,779 - 40,120,273 49,886,261
Minority interests in net losses (earnings) of consohdated entities_ - S .. 55,123, 480,212 - ,{580,499)
Income before income taxes ‘ o S o '-*32,034,902‘ . 40;600,485 149,305,762
Income tax expense i o N ' <e 22 846,460 15,631,187 18,982,718
Net income - ’ o T 9,188,442, | 24969298 30,323,044
Other comprehensive income:

Unrealized gain on derlvatwe mterest rate swap agreements ....... vy 45748 C 4,629 .. + 31362
Comprehensive income “ o " o ' . _1 s '9,234,190 ' § 24,973,927 S 30,354,406
Net income per common share outstandlngu-—basm oo 8 045, § e 108 L3
Net income per common share outstanding—diluted =, , § . . 044 § Los 3 1.26
Weighted average shares outstanding: ' -+ S T o . : "

’ BasiC ..o e s 20,292,117 22,725,819 23,137,966

oo . : A A - = : =
DHIUEEA oot sra et 21,031,968 23,703,653 23,993,341
Unaudited Pro forma income data:
Income before income taxes, a$ reponed ............................ $ 32,034,902
Pro forma income taxes 12,813,961
Pro forma net mcome...................\: ...................................... $ 19,220,941
Pro forma net income per common share outstanding—
DASIC .1eveverieier et ba bbb e traas $ 0.95
Pro forma net income per common share outstanding—
UL ..o e s $ 0.91
The accompanying notes are an integral part of the Consolidated Financial Statements.
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RADIATION THERAPY SERVICES, INC.
AND SUBSIDIARIES

s CONSOLIDATED BALANCE SHEETS - . *

December 31,

) o T T _ 2005 2006
ASSETS oo
Current assets: o, T . AN - .. ) IRV
Cash and cash equivalents.............coomitn ittt Y800 8,979,994 -8 15,413,071
Marketable SecUrities, 8t MATKET ... ..ot ettt ssiatae e sisrs s srbe e s sbaasassarseassrnsens 5,450,000 —
Accbunts receivable, less allowances for doubtful accounts of $12,490,077 and . .
© $17,554,344 at December 31, 2005 and 2006, respectively ....ooooorviiieeiiierieeean . 40,301,195 52,763,835
Income taxes recewable ............. et E e et e e ee s e e aasoan raee e aaeee e et eeatnteeaannaessaaneeenenberesbne 2,560,007 - 937,614
Prepaid EXPeNSES ..o.voeeeeeei L T ettt er st nn e s . 3,152,555 - 8,273,294
Current portion of lease receivable:: ceeees : + 5047,013, . 427,304
INVENTOTIES .....eeeeeeeeieeeee e L ettt i e eeeeieieeeeeaeeteeaaateeeiaieastaneteseeaberteteaneasasanaas - 1,280,208 1,612,983
Deferred INCOMIE LAXES.....ov.ccricrerveereeeeeereeeeirrrernsereseresesesesessseesseiseesresnsessesaseansesrsssssnns ' 02,144,431 . 5,583,488
L0431 OO U T RO SRRSO 1,199,881 . 2,526,482
Total CUTENt ASSetS |...u.l.loovccrerevececenneas RPN SR ST SO e - 65,715,284 7 87,538,071
Lease receivable, less current POTON oo e e e e se s s s nebenens 580,728 153,424
Equity investments in joint VENTUIES. ..........cccouvevrernennns ettt et ir st trrones 't 803151 1,215,070
Property and equipment, net e e ettt L e 113,397,349 152,379,018
GOOAWILL, TEE .vvre. 2eveervvssesseneerecssereredieas reveseressrasssesersrss s sesssasns eeeeree e e 66,537,332 138,785,329
Intangible a88e1s, NEL..... e e e far e e e e et 6,773,910 7,599,040
L0111V g 13T £ SRR, e eeererevenstetaseneseneretsisasara e erererns 9,538,020 11,423,705
Total asselsl .................................. e e $ 263,345,774 'S 399,093,657
. - LIABILITIES AND SHAREHOLDI RS? EQUITY
Current liabilities: S e e . .
Accounts payable ................ erereane i e terernteraeteteereesa b ernetreaa et et e tatertnteteerarainarnraeaean b 5,676,418 $ . 10,603,640
ACCTUE EXPEINSES ..uveeire e e e et ess s et e sr e s sr s , 11,433,668 14,679,249
Current portion of long-term debt " o 6,506,254 12,284,846
Total CUITENt LABIIIEIES ....v.ii i ieesis sttt istsrsrase s cessssaseesssssssssssssansssassssassssssssssnennnsessssns 23,616,340 - 37,567,738
Long-term debt, less current portion.......... T SRR SN OURPPTTTURUUURUTURO . 116,956,991 . 192,959,189
Other long-term Habilities . ..o ot 2 et .. 2,284 341 2,583,956
Deferred income 1axes .......coeeeveeveeennnn. e ettt ea e e re e e et ee e e e mmo e e naesee et e et rennaana - 18,489,169 24,070,363
Minority interest in consolidated entities..........ocooeii e SR VORI fevarieienn 6,616,190 7,104,345
Total liabilities.... RS . 167,963,031 264,285,591
Shareholders’ equlty ' ! ’ ' k . .

Preferred stock, $0.0001 par value; 10,000,000 shares authorized, none issued or -

OUESTANAINEY. oottty e e rres e e o ene et — —
Common stock, $0.0001 par value, 75,000,000 shares authonzed 22,831,481 and e '
23,366,883 shares issued and outstandmg at December 31,.2005 and 2006, ' :
TESPECTIVELY oo e ettt naeens 2,283 - 2,337
Additional paid-in capital™.............. e e ete vt 72,730,328 . 81,464,715
Uneamned compensation on nonvested stock.................. e e (241,715) —
Retained €amings ........o..c.oouevimeiriiicsicc s 23,359,652 '53,682,6‘96,
Notes receivable from shareholders .......cc.....c.cccvriere . e eesenn (481,124) (386,363)
Accumulated other C(‘)mprehensive.im‘:ome, net of tax ........... e ee . ) 13,319 44,681
Total shareholders” EQUILY... .ot r b s rae s arssared © 95,382,743 134,808,060 :
Total llabllmes and shareholders’ equity.........c.ccoee..... e S et e .8 263,345,774 $ - 399,093,657 ) i

P it N eras

F-3

The accompanying notes are an int:gral part of the Consolidated Fmans:lal Statements. .

H




RADIATION THERAPY SERVICES, INC.

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS:OF CASH FLOWS

Year Ended December 31,

2004 2005

2006

Cash flows from operating activities

NETIDICOME. ..everrivisieeee et s rasaene e s e ees

Adjustments to reconcile net income to net cash provided by operating..
activities:

9,188,442 3§ 24969298 §

.1 ‘.

' . e

30,323,044

Depreciation ... everernn e Meatnd 6,606,314, 9,876,475 15,050,551
Amortization .. . "253,256 .. - -»960,405 1,915,972
Deferred rent EXPEUSE /oo risrsesesesseseeeeseseessvararaverer e sbesesseeese e - 149,214 . 282,844 426,539
Write down of machine parts iNVENtory ........coovevverceevereveriveranecn U - 1,222,745 .. — —
Deferred income tax provision (benefit) ............ ettt e reaar e ietae e eeaan : 17,207,467 \(862,72'9) ’ 2,113,837
Stock based COMPENSALION ....cooiieirineniiicriee i st see e . 407,918 118,722 50,010
Tax benefit from Stock Option EXErCiSe ......ovvvrerrvirivriireieeereieessenas — — (2,937,922)
IMpaIrmeEnt 108S.... ettt s SO . — - 1,225,853 —
Provision for doubtful accounts .............coo....... FTRR T s e 9,852,325 6,792,402 . 9,424,524
Loss on the sale of property and equlpment .................................. P 51,807 , 120,281 . 66,299
Gain on sale of equity interest in joint VENUIe ..........cccoceiiniiisccrenennen, . — (982,182) —
Minority interest in'net (losses) earnings of consolidated entmes ........ (55,123) (480,212) 580,499
. Write off of loan COSIS.rrnrrnirrernrn.. JRTU, e JRT s 335,734 703,061 —
Equity interest in net (income) loss of joint ventures..............o.cvevennee (193,014) 467,872 127,740
Changes in operating assets and liabilities:.................. et g ‘
Accounts receivable.....l . (8,871,018) (21,620,091) (2] 887,164)
Income taxes receivable.............. erenteerrens rererisreeeenesrres PRTRTN (425,763)- (2,134,244) (669, 685)
INVENIOTIES ..ceivveimeeriiiireeeiscceceerene et T Frerrrines (262,489) -(134,096) (332,775)
Prepaid eXpenses .......coocovvnnivmini e 30,234 (273,725) (4,985,869)
ACCOUNTS PAYADIE. ..o (992,972) 1,292,220 3,779,047
“ACCTUEH EXPENSES .......eveeeeeeceestee s s ertesbeneeanesee e en e e eeerensssees -(2,345,910) . 1,930,787 2,917,032
Net cash provided by operating activities................. SOTTR et e et ‘28,199,]' 67 22,252,941 35,961,679
Cash flows from investing activities . . v
Purchases of property and equIpment ... (16,917,861) (19,826 056) (19,666,802)
Acquisition of radiation CEnNLErs. ... .. icrereee v (8,069,302) (43,229,546) (80,988,921)
Proceeds from sale of property and equipment........coovveiveverreccsecneieesnesnans 951,010 29,931 6,683
Proceeds from the sale of equnty interest in joint venture...........coceeceeeecireennn. . — 1,813,979 —
Receipts of principal payments on notes receivable from shareholders ......... 662,168 — ‘ -
{Purchases) sales of marketable securities, net...........ocooeeeeeeeiececrcieninns (2,400,000) (3,050,000) 5,450,000
(Loans to) repayments from employees.........coopeniininiain, ST e Lt (466,237 340,265 {79,425)
Contribution of capital to joint venture entities y . _ — (84,124) (539,659)
Distribution received from joint venture ..:.................. e leeeereeanns s — . 235000 —
Change in lease receivable.....c.oo oo i e e e T 897,112 655,503 647,013
Change in OLthEr 8SSELS .....cociiiiieie e tesrarsre e et e eee e s eene s amrr e e ssasnesasntsmeereen - 409,563 (147,175 (1,421,681)
Net cash used in investing activities ...........c.ccovivvieioveennnnn. e Vi (25,233,547) : (63,262,223) (96,592,792)
Cash flows from financing activities ‘ ‘ o ’ s
Proceeds from issuance of debt ..o eeresrveeeees 39,100,000 50,617,000 "+ 68,500,000
Principal repayments of debt ... o (61,331,299) (8,093,418) - (10,304,343)
Proceeds from public offering of common stock, net of expenses=............... ©Y 46,781,061 1 o —
Proceeds from issuance of common stocK......eecveereeeereerereeennans 37,905 L e— —
Proceeds from exercise of Stock OpHONS........coeveevereeeeeeiceerereer s e 2,316,346 2,683,418 .5,088,224
Tax benefit from stock OPtON EXerciSes ........oeereerrreervrorosirerninns e - —— 2,937,922
Payments of notes receivable from shareholders..............coniinnnnns . 877,630 . 1,286,407 94,761
Minority interest in partnership QISUIBULION ..o e - (70,000) (92,374)
Distributions to shareholders ...........ccooeveeieivencncnene —

(46,441,155) —




Payments of loan costs

Net cash (used in) prpv_igl,ed by financing activities
Net increase in cash and cash equivalents '
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Vo -

L S

.t

P

Year Ended December 31,

t

2006

2005

2004

{60,000)

(1,452,739)

(553,250) 44,970,668 67,064,190

................................................ . L

3,961,386 6,433,077

2,412,330
5,018,608 .., (8,979,994

2,606,278 -,

$

5018608 S. 8979994 § '15413,071

- Continued on next page -
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. RADIATION THERAPY SERVICES, INC.
E ~"AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

)

Year Ended December 31, -

) 2004 - 2008 - 2006

Supplemental disclosure of cash flow information ) o R
Interest paid........ccocveevevereees et eteeereeererebeebetersieisebeebeteene et e e nne et s eec e eseee $ 3,994,528 § - 5284254 $ 10,368,310
Income 1axes Paid, NEL......cccovvriiiniii e § 5975000 $§ 17,585,942 % 17,590,368
Supplemental disclosure of non-cash transactions _
Recorded capital lease obligations related to the acquisition of equipment ....... $ 6,297,222 § 14,739,263 $ 22,753,293
Recorded earn-out accrual related to the acquisition of radiation center assets... § — % 1,317,085 $ 1,069,831
Recorded non-cash contribution of capital by minority interest holder............... $ 2,598249 $ 2,831,079 § —
Recorded capital lease obligations related to the acquisition of radiation center

BSSBUS .o.voeveoeresresansssssseseessas et et ee e bR ettt § 2225775 % 47514 § 816,842
Recorded obligation related to the acquisition of radiation center assets ........... $ 273600 $ 137,139 § —
Issuance Of NONVESIED SEOCK ...ocveieveii et see e en e aae 5 —  § 250,050 § —
Issuance of common stock for the acquisition of Devoto Construction, Inc. ...... $ 3,528,000 § — 3 —
Recorded related party payable relating to construction in process and

building iMPrOVEMENE COSES.........vveerrrerrrereecererenmsersserssserseerseneesneesseenns 3 310,058 8 — 8 —

The accompanying notes are an integral part of the Consolidated Financial Statements.
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RADIATION THERAPY SERVICES, INC.
AND.SUBSIDIARIES

'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 - '

) e L .ot . . N

1. Orgamzatlon oo Do C ' ;
Radiation Therapy Services, Inc. and its consolldated subsidiaries (the Company) develop and operate radiation therapy

.centers that provide radiation tréatment to cancer patients: in Alabama, Arizona, California, Detaware, Florida, Kentucky,’

Maryland, Massachusetts, Michigan, Nevada, New Jersey, New York, North Carolina, Rhode Island and West Virginia. -

‘

2. Summary of Significant Accounting Policies - - : ' Co ' '

Principles of Consolidation

The accompanying consolidated ﬁnanc:al statements include the accounts of the Company and all subsidiaries and
entities controlled by the Company through the Company s direct or indirect ownershlp ofa majorlty interest and exclusive
rights granted 1o the Company as the general partner of such entities.

Financial Accounting Standards Board (“FASB™) revised Interpretation No. 46R (FIN No. 46R), Consolidation of
Variable Interest Entities, an Interpretation of ARB No. 51, fequires a company to consolidate variable interést entities if the
company is the primary beneficiary of the activities of those entities. Certain of the Company’s radiation oncology practices
are variable interest entities as defined by FIN No. 46R, and the Company has a variable interest in each of these practices
through its administrative services agreements. The Cornpany, through iis variable interests in thése practices, would absorb a
majority of the net losses of these practices, shouid they occur. Based on these determinations, the Company has included the
radiation oncology practices in its consolidated financial statements for all periods presented. All significant intercompany

accounts and transactiops have been eliminated. ,

Certain reclassifications have been made to the prior year financial statements to conform to the current year
presentdtion. Such reclassnﬁcat:ons had no 1mpacl on n:’t income as prev1ously reported i

Pro forma statements of income data K

Effective June 15, 2004, the Company elected, by the consent of the shareholders to revoke |ts status as an S
corporation and became subject to taxation as a C corporation. The Company is now subject to federal and state income taxes
at prevailing corporate rates. The impact of this change resulted.in an income tax expense of approximately $17.6 million
during the year ended December 31, 2004, Pro forma net income and pro forma net income per share are based on the
assumption that the Company was a C corporation at the beginning of each period presented, and provides for income taxes .

utilizing an effective rate of 40%. ) ‘
- . ) - TN . i '

Public offering of common stock and recapitalization:

On June 23, 2004, the Company successfully completed an initial public offering of 5.5 million shares of common.
stock at a price of $13.00 per share. Of the shares offered, 4.0 million shares were sold by the Company and 1.5 million were
offered by'selling shareholders. In addition, the underwnters for the Company exercised théir over- -allotment option by
purchasing an additional 825,000 shares at $13.00 per share from selling shareholders. Of the net proceeds to the Company of‘
approximately $46.8 million, approximately $44.0 million was used to repay outstanding indebtedness under the Company’s
senior secured credit facility, and approximately $2.8 million was used to repay outstandmg 1ndebtedness to certain dlrectors

officers and related parties.

. On May 28, 2004 the Board of Drrectors declarsd a 1.83 for 1 forward common stock split for shareholders of record
on that date. In addmon the Board of Directors approved an incredse in the authorized shares of the Company’s common
stock to 75 000,000 shares, $0. 0001 par value, and 10, 000,000 shares of preferred stock, $0.0001 par valiie. All stock related
data in the consolidated financial statements ‘reflect the stock split for all perlods presented. .

Net Patient Service Revenue and Allo wances for Cantmctual Discounts h ‘ ' ‘

The Company has agreements with third-party payers-that provide for payments to the Company at amounts dlfferent
from its established rates. Net patient service revenue is reported at the estimated net realizable amounts due from patients, °
third-party payers and others for services rendered. Net patient service revenue is recognized as services are provided.

T Lo 1 ca g . .- T . ’ " . =|
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Medicare and other governmental programs reimburse physicians based on fee schedules, which are determined by the
related government agency. The Company also has agreements with managed care organizations to provide physician
services based on negotiated fee schedules. Accordingly, the revenues reported in the Company’s consolidated financial
statemnents are recorded at the amount that is expected 10 be recewed

The Company derives a significant portion of i :ts revenues from Medicare, Medicaid, and other payers that receive
discounts from its standard charges. The Company must estimate the total amount of these discounts to prepare its
consolidated financial statements. The Medicare and Medicaid regulations and various managed care contracts under which
these discounts must be calculated are complex and subject to interpretation and adjustment: The Company estimates the . ..
allowance for contractual discounts on a payer class basis given its interpretation of the applicable regulations or contract , | -
terms. These interpretations sometimes result in payments that differ from the Company’s estimates. Additionally, updated
regulations and contract renegotiations occur frequently necessitating regular review and assessment of the estimation
process by management. ) o

M . L.
« "o Py

Adjustments to revenue related to changes in prior period estimates decreased patlent service revenue by approx1mately
$1,869,000, $1,149,000, and $5,800,000 for the years ended December, 31, 2004, 2005 and 2006, respectively or
approximately 1.1%, 0.5%, and 2.0% of the net patient service revenue for the years ended December 31, 2004, 2005 and
2006, respectively.

During 2004, 2005, and 2006 approximately 53%, 50%, and 52% respectwely, of net patlent service revenue related to
services rendered under the Medicare and Medicaid programs. in the ordinary course of- busmess the Company is potentially
subject to a review by regulatory agenc:les concemmg the accuracy, of billings and sufﬁc:ency of supporting documemanon of
procedures performed. Laws and regulatlons governing the Med:eare and Medicaid programs are extremely complex and
subject to interpretation. As aresult, there is at least a reasonable possibility that estimates erI change by a material amount
mthenearterm ) . R ) . . L

Net patient service revenue is presented net of provisions for conlraetual'édjustmehts ‘In the ordin'Ta'ry course of
business, the Company provides services to patients who are ﬁnanc:ally unable to pay for their care. Accounts written off as
charity and indigent care are not recognized in net patlent service revenue. The Company s policy is to write off a panem s
account balance upon determining that the patient qualifies under certain charity care and/or indigent policy. The Company’s
pohcy includes the completion of an application for eligibility for charity care. The determmanon for charity care eligibility
is based on income relative to federal poverty guidelines, family size and assets available to the patient. A sliding scale
discount is then-applied to the balance due with discounts up to 100%. Charity services at established charges provided by the
Company and formally approved through this process approximate $5,142,000, $8,139,000, and $7,451,000 for the years * .»
ended December 31, 2004, 2005, and 2006, respectively. These amounts are excluded from net patient service revenue.

] e, . ) . .. o “

Cost of Reverntues - c : Tt i e : . ' _
The cost of revenues for each of the years ended December 31, 2004, 2005 and 2006, are app‘roximarely $9'5:i)32,000,
$127,385,000, and $164,583,000 respectively.

N L . S S
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Marketable Securities ' I e - o

Marketable securities are classifi ed as available- for-sale and are ‘carried at fair value wnh the unreallzed holdmg gams
and losses, net of income taxes, reﬂecled as a. separate componenl of shareholders’ equny until realized. For the purposes of
compulmg realized and unrealized gains and losses, cost is determmed on a specific identification basis. ,, N

e
‘ T, ) . ' e T T T e

Accounts Receivable and Allowances for Doubtful Accounts P et

Accounts receivable in the accompanying consolidated balance sheets are reported net of estimated allowances for
doubtful accounts and contractual adjustmems Accounts recewable are uncollateralized and primarily conS|st of amounts due
from third-party payers and patients. To provide for accounts receivable that could becomé uncollectible in the future the
Company establishes an allowance for doubtful accounts to reduce the carrying value of such recewables to their esumated
net realizable value. Approximately $13, 700,000 and $20,300,000 of accounts receivable were due from the Medicaré and
Medicaid programs at December 31, 2005 and 2006, respectively. The credit risk for other concentrations of receivables is
limited due to the large number of insurance companies and other payers that provide payments for services. Management * -
does not believe that there are any other significant concentrations of revenues from any particular payer that would SUb_]ECl
the Company to any significant credit risk in the collection of its accounts receivable.

The amount of the provision for doubtfut accounts is based upon managemem’s assessment of historical and expected
net collections, business and economic conditions, trends in Federal and state governmental healthcare coverage and other
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collection indicators. The primary tool used in management’s assessment is an annual, detailed review of historical.

collections and write-offs of accounts receivable. The results of the detailed review of historical collections and write-off |
experrence adjusted for changes in trends and conditions, are usfed to evaluate the allowance amount for the current perlod.
Accounts rece1vable are wntten off after collectmn efforts have been followed in accordance with the Company S pohcres Il

A summary of the dctivity in the allowande for uncollectible accounts is as follows:
1 3 - -

' T o : - ! ‘ Ty

P T T P SN T IACEHEE CL T o -7 Year Ended December 313

A : o B e - 2004 o 2005 ' “2006 '}
Balance, beglnnlng ofyear...'._...:.’..'...‘:.;.f....‘.' .......... e e $ 6983,290. S 8985710 $ 12,490,077
Additions charged to provrsron for bad debts ...'_..' ..................... e 5,852,325 - 6,792,402 9, 424 524
Accounts receivable written off (net OF TECOVETIEE ) ervrrererrreeesersvessseseeeens (3,849,905) (3,288,035) (4 360 257)
Ba]ance end of YEAL covvtiriisssssis b $ 80985710 $ 12,490,077 §% 17,554,3;44

AL - R R ' S . = ,
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Goodwill and Other Intangrble Assets Coel : S . L

Goodwill represents the excess purchase price over the estimated fair market value of net assets acqulred by the
Company in business combinations. Goodwill and indefinite lived intangible assets are not amortized but are reviewed
annually, or more frequently if impairment indicators arise, for impairment, No goodwill impairment loss was recognized for
the years ended December 31, 2004 2005 and 2006. o oL : Lo

5 “ .o

)
i
1
A
!
i

Rk lntangrble assets consrst of noncompete agreements and licenses and are amomzed over the life of the agreement
(which typically ranges ffom 2'to' 10 years) using the strarght line method. o !

RN N

Interest Rate Swap Agreemems

“The’ Company recogmzes all derivatives ot the consolidated balance sheets at fair value. The accounting for changes in
the fair Vlue (i.e. 'gains or losses) ofa derivative 1nstrument depends on whether it has been desrgnated and qualifies as part
ofa hedging relationship based on its effectiveness in hedglng against the exposure. Derivatives that are not hedges must be
adjusted to fair value through operating results. If the derivative is a hedge, depending on the nature of the hedge, changesl
the fair value of derivatives are cither offset agaiast the change in fair value of assets, liabilities, or firm commitments -
through operatmg results or recogmzed in other ¢ :omprehensive income until the hedged item is recognrzed in operatmg
results. The meffectrve portton ofa denvanve s¢ hange in fair value will be 1mmedtately recognized in earrnngs I

The Company enters into interest rate swap agreements to reduce the impact of changes in interest rates on its floatrhg
rate Senior Credit Facility (see Note 12). The intzrest rate swap agreements are contracts to exchange floating rate interest’
payments for fixed interest payments over the life of the agreements without the exchange of the underlying notional A
amounts. The.notional amount of interest rate swap agreements are used to measure interest.to be paid or received and do ot
represent the amount of. exposure to.credit loss. The differential paid or received on interest rate swap agreements is
recognized in interest expense in the consolidated statements of income and comprehensive income. The related accrued
receivable or payable is included in other assets or accrued expenses.. .

-4 ¢

changes in interest rates on a portion of its floating rate Senior Credit Facility. These interest rate swap agreements were

i
On April 1, 2005 and August 31, 2005, the Company entered into interest rate swap agreements to hedge the effect of
i
I

terminated on December 16, 2005, as a result of the refinancing of the fourth amended and restated senior credit facility. |

On December 30, 2005, the Company entered into an interest rate swap agreement for its fourth amended and restated
senior credit facility. The Company has designated this derivative financial instrument as a cash flow hedge (i.e., the mterest
rate swap agreement hedges the exposure to vari iability in expected future cash flows that is attributable to a particular rrsk)
The notional amount of the-swap agreement is $20.0 miltion. The effect of this agfeement is to fix the interest rate exposure
to 4.87% plus a'margin on $20.0 million of the Company’s Senior Credit Facrllty The interest rate swap’agreement exprres
on December 31, 2009. The fair value of the interest rate swap agreement is the estimated amount that the Company would
receive or pay to terminate the agreement at the reporting date, taking into account current interest rates and the current credrt
worthiness of the counter parties. At December 31, 2005, and 2006 the fair value of the Company’s interest rafe swap ;F
agreements is an asset of $13,319 and $44,681, respectwely, which'is included in the accompanying consolidated balance,
sheets. There were no amounts recorded in the income staternent related to the mterest rate swap agreement due to hedge ! b
1neffect|veness v e e e e ok o
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meevw'onal and General Liability Claims -+ " Lo S . .

The Company is subject to clalms and Iegal actions'in the ordmary course of business, including claims relating to
patient treatment, employment pract1ces and persona] injuries. To cover these types of clalms the Company maintains
general liability and professional liability insurance in excess of self-insured reteritions through commercial insurance carriers
in amounts that the Company believes to be sufficient for its operations, a]though potentially, some claims may exceed the
scope of coverage in effect. The Company expenses an estimate of the costs if expects to incur under the self-insured
retention exposure for general and professional liability claims. The Company maintains insurance for the majority of its
physicians up to $1 million on individual malpractice claims and $3 million on aggregate claims on a claims made basis.
Effective October 2003, the Company purchased medical malpractice insurance from an insurance company owned by
certain of the Company s shareholders. The Company’s reserves for professional and general Ilablhty claims are based upon
mdependent actuarial calculations, which consider historical claims data, demographlc considerations, seventy factors,
industry trends and other actuarial assumpnons : )

. t . -
- Actuarial calcu]ations include a large number of variabies that may significantly impact the estimate of ultimate losses
that are recorded during a reporting period. Professional judgment is used by the actuary in determining the loss estimate, by
selecting factors that are considered appropriate by the actuary for the Company’s specific circumstances. Changes in
assumptions used by the Company’s actuary with respect to demographics, industry trends and judgmental selection of
factors may impact the Company’s recorded reserve levels.

L]
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The reserve for professional and general liability claims as of the balance sheet dates reflects the current éstimates of
all outstanding losses, including incurred but not reported losses, based upon actuarial calculations. The loss estimates
included in the actuarial calculations may change in the future based upon updated facts and circumstances. The reserve for
professionat liability claims was $930,000 at December 31,2005 and $1,690,000 at December 31, 2006 ~

Minority Interest in Consolidated Entities . ;

.

The Company currently maintains equity interests in six treatment center facilities with ownership interests ranyng
from 50.1% to 90.0%. Since the Company controls more than 50% of the voting interest in these facilities, the Company
consolidates the treatment centers. The minority interest represents the equity interests of outside investors in the equity and
results of operations of the consohdated entities.

In addmon in accordance with FIN No. 46R, the Company consolidates certain radlatlon oncology practlces where the
Company provides admlmstralwe services pursuant t6 long-term management agreements The minority interests in these
entities represent the interests of the physician owners of the oncology practices in the equity and resuits of operations of the
consolidated entities. \ o ‘ o
Use of Estimates .. . . . } : ,

The preparation of these consolidated financial statements in conformity with accounting principles generally accepted
in the United States requires management to make estimates and assumptions that affect the reported amounts of assets and .
liabilities at the date of the consolidated financial statements, Estimates also affect the reported amounts of revenues and
expenses during the reporting period. Actual results could differ-from those estimates.

L . ’

Cash and Cash Eqmvalenrs

Cash and cash equivalents include hlghly liquid mvestments with: ongmai maturities of three months or less when
purchased.

.

Inventories

Inventories consist of parts and supplies used for repairs and maintenance of equipment owned or leased by the
Company. [nventories are valued at the lower of cost or market. The cost of parts and supplies is determined using the first-
in, first-out method.

Propergz and E qu.'pmem

Property and equipment are recorded at hlstoncal cost less accumulated deprec:anon and are deprec1ated over their
estimated useful lives utilizing the straight-line method. Leasehold-improvements are amortized over the lesser of the
estimated useful life of the improvement or the life of the lease. Amortization of leased assets is included in depreciation and
amortization in the accompanying consolidated statements of income and comprehensive income. Expenditures for repairs
and maintenance are charged to operating expense as incurred, while equipment replacement and betterments are capitalized.
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Major asset classifications and useful lives are as follows: !

Buildings and leasehold improvements .........c.co.cooieneceniriccciiie e 10-39 years !
Office, computer and telephone equipment . : .7 5-l0years ' .
Medical and medical testing eqmpmem1 ‘ L 8-10 years ™" §
Automoblles AN VANS. e SO " Syears _ !

The weighted average useful life of medlcal and medlca] testmg eqmpment is 8.3 years ‘
N ‘|

The Company evaluates its long-lived assets for possible impairment whenever circumstances indicate that the-carrying
amount of the asset, or related group of assets, may not be recoverable from estimated future cash flows, in accordance with
SFAS No. 144, Accounting for Impairment or Disposal of Long-Lived Assets. Fair value ‘estimates ate derived from
independent appraisals, established market values of comparable assets, or interiial caléulations of estimated future net cash
flows. The Company’s estimates of futiire cash flows are based on assumptlons and pro;ecnons it believes to be reasonable
and supportable: The Company’s assumptions take into account revenue and éxpense growth rates, patient volumes; changes
in payer mix, changes in legislation and other payer payment patterns. These assumptions vary by type of facility. b

During 2004, the Company recorded a charge of $1.2 million for the write down to fair value of certain of the '|
Company’s analog linear accelerators and treatment simulators. The adjustmerit to inachine inventories was precipitated by
the decision to discontinue the installation of this type of equnpmcnt in favor of digital machines with migration capablhty
and combination CT-simulators. ThlS amount’is included in gcncra] and admmlstratwe expenses in the statement of income
and comprehenswe mcome for the year ended December 31, 2004 ‘ i

b
*

During 2005, the Company incurred an impairment loss of $1.2 miliion for the write down of leasehold lmprovements
in connection with the consohdanon of two Yonl.crs New York based treatment centers wnhm the WestchesterlBronx ]oca]
market. " : "

. . . . . [

o ‘ L RGP

New Pronouncemems L . ) . o .
In June 2006 the FASB lssued [nterpretation No. 48, “Accountmg for Uncertamty in Income Taxes which clarifi es
the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SF AS
No. 109, “Accounting for Income Taxes.” The interpretation prescribes a recognition threshold and measurement attribute for
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This ‘
interpretation also provides guidance on derecognition, classification;, interest and penalties, accounting in interim periods,
disclosure,-and transition. This interpretation is effective for fiscal years beginning after December-15, 2006. The Company is
currently evaluating the potential impact that the adopnon of thls interpretation will have on its financial position and results

of operatlons . . Ce o

. . ' : . . .. .t 1. . .
- . ' o .- ' . . . ! i | .

Comprehens:ve Income " . SRR |

. Comprehenswe income consists of two components, net income and other comprehensive income (loss). Other
comprehensive income / loss refers to révenue, expenses, gains and losses that under accounting pr1nc1ples genérally - |‘
accepted in the Umted Sates are recorded as an ¢lement of shareholders’ equlty but are excluded from net income. The .
Company’s other comprehenswe income / loss 15 composed of unreahzed gams and loses on interest rate swap ag,reements
accounted for as cash flow hedges. This income increased shareholders’ equity on a consolidated basis by $4,629 during the
year ended December 31, 2005 and increased shareholders’ equity by $31,362 during the year ended December 31, 2006.

Income Taxes

Effective June 15, 2004, the Company elected, by the consent of the shareholders, to revoke its status as an S ‘
corporation and become subject to taxation as a C corporation. Under the S corporation provisions of the Internal Revenue
Code, the individual shareholders included their pro rata portion of the Company’s taxable income in their personal i income
tax returns. Accordingly, through June 14, 2004, the Company was not subject to federal and certain state corporate 1ncome
taxes. The Company is now subject to federal and state income taxes at prevailing corporate rates.

Stock-Rased Compensation i

Effective January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards
No. 123R, “Share-Based Payment” (SFAS 123R) for the Company’s 2004 Stock Incentive Plan (2004 Option Plan). The!
Company previously accounted for the 2004 Option Plan under the recognition and measurement provisions of Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25) and related interpretations and»
disclosure requirements established by Statement of Financial Accounting Standards No. 123, ““Accounting for Stock-Based
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Compensation” (SFAS 123), as amended by Statement of Financial Accounting Standards No. 148, “Accounting for Stock-
Based Compensation — Transitions and Disclosure” (SFAS 148).

1

- Under the previous standards no compensatton expense was recorded in the statement of i income and comprehenswe
income for options issued under the Company s 2004 Option Plan, The pro forma effects on net income and earnings per
share for stock opt;ons as calculated under SFAS 123 were instead disclosed in a footnote to the financial statements
Compensation expense was recorded in the statement of income and comprehensive income for non-vested stock grants
under the intrinsic value method. Under SEAS 123R, all share-based compensation cost is measured at the grant date, based
on the fair value of the award, and is recogmzed as an expense in the statement of income and comprehensive income over
the requisite service perlod . e, P ‘ : . o

[N

On November 3, 20()5 the Board of Dlrectors of the Company, upon the reeommendahon of the Compensatlon
Committee consisting solely of independent directors, approved the acceleration of vesting of all -nonqualified outstanding
non-vested stock options. previously granted under the Company’s equity compensation plans. As a result of the acceleration, .
nonqual:ﬁed non-vested stock options to purchase an aggregate of 1.2 million shares of the Company’s common stock, .which
would otherwise have vested over periods of two to four years, became immediately exercnsable The affected stock options
have an exercise price of $ 13.00 per share.

The prlmary purpose of the acceleratlon of the nonquahﬁed non- vested stock opt:ons was to enable the Company to
avoid recognizing compensation expense associated with these stock options in future periods in its statement of income and _
comprehensive income,.upon adoption, of SFAS No 123R. Under SFAS No. 123R, the compensation expense assocnated o
with these accelerated options that ‘would have been recogmzed in the Company § income statement commencing with the ,
implementation of SFAS 123R and continuing through 2009 would have been approximately $2.4 1’1’11”101’] Because of the

“accelerated vesting, the adoptlon ofSFAS No. 123R had no lmpact on net income. . | '
I

Certain stock optlons granted pr:or to the Company 3 mltlal publlc offerlng were va]ued under SFAS 123 using the |
minimum value method in the pro-forma disclosures. The minimum vatue method excludes votatility in the calculation of fair
value of stock based compensation. In accordance with SFAS No. 123R, options granted that were valued using the
minimum value method must be transitioned to SFAS 123R using the prospective method. This means that these optlons will
continue to be accounted for under the same accounting principles (recognition and measurement) originally applied to those
awards in the income statement, which for the Company was APB 25. Additionally, pro forma mformatmn previously -
required under SFAS 123 ancl SFAS 148 will no longer be: presented for these options, o

The Company adopted SFAS 123R usmg the modlf' ed prospectlve transition method for all other stock based
compensation awards: Under this transition method, compensation cost recognized in 2006 includes: {a) the compensation
cost for all share-based awards granted prior to, but not yet vested as of January 1, 2006, based on the grant-date fair value
estimated in accordance with the original provisions of SFAS 123 and (b) the compensation cost of all share-based awards
granted subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of
SFAS 123R. Results for prior periods have not been restated. ¢ S

Upon adoptlon of SFAS’ 123R, the Company contmued to use the B]aek Scholes valuation model for valuing all stock
options. Compensatlon for non-vested stock grants is measured at fair value on the grant date based on the number of shares_ _‘
expected to vest and the quoted market prgce of the Company § common stock Compensation cost for all awards w1l| be
recogmzed in earnings, net of estimated forfettures on a straight-line baS|s over the requisite service period.

. - , . . . '
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The following table illustrates the effect on net income and earnings per share as if the Company had applied the fair-
value recognition provisions of SFAS 123R to all of the Company s share-based compensatlon awards for periods pnor to the

adoption of SFAS 123R: - : v
n ’ . . . . : - P Year Ended December 31,

. ' ! T 004 L 2008
Pro forma net income as reported .. e nas i, e .. $ 19,220,941 % 24,969,298
Deduct: total stock-based employee compensatlon expense determlned under a falr value o S . 3

based method for all awards, net of related tax effects ...........0.....0.00 S R " (1,436,678) (3,653,821)
Adjusted pro forma net income e e e ee ettt e e e ee et e e et e e ee e ee e s s e s 17,784,263 § 21.,315,4';’7
Adjusted net income or pro-forma net income pet share: . )

- Basic—pro forma as reported..........oo oo S — S 095 $ 1.10

Basnc—adjusted PO FOTIM ..oooooeoeeeeeeeee e b ...... e s . 088 .8 0.94

Diluted—pro forma as reported ........ e e eregeeneeraens 5 091§ - 1.05

Diluted—adjusted Pro forma...........oo.cccocoocfuverereoeeeseererererereren SRR 28 085 § 0.91
Adjusted pro forma weighted average common shares outstanding—basic..........cccoocvenen, 20,292,117 22,725, 819
Adjusted pro forma weighted average common and common equivalent shares :

outstanding—diluted ............ovoviorooeeceee e eerireerirpennenenes 20,830,244 23,390, 429
Weighted average fair value of option grants ..o 5 477 § -

No options were granted in 2005 or 2006. For 2004, the fair value of each option grant was estimated on the date of
grant using the Black Scholes Model with the following assumptions: risk free mterest rate of 4. 02%, no dmdend yield,
expected life of 5.0 years, and volatility of 30%. o

e N : - 1

Cash received from options-exercised under all share-based payment arrangements for the year ended December 31,
2005 and 2006 was approximately $2.7 million and $6.0 million, respectlvely The tax benefit realized for the tax deductions
from option éxercises for the year ended Décember 31, 2006 was approXimately $2.9 million. The Company current]y
expects to satisfy share-based awards with registered shares available to be issued.

Fair Value of Financial Instruments "

The carrying values of the Company’s financial instruments, which include cash, marketable securitiés, accounts
receivable and accounts payable, approximate their fair values due to the short-term maturity of these instruments.

. The carrying values.of the Company’s long-term debt approximates fair value due either to the length to maturity or the
existence of interest rates that apprommate prevailing market rates unless otherwise disclosed in these consolidated fi nanc1al
statéments. - : o " oo oo

I
ot
n

|
b
w . o 4

Segmems

The Company’s businéss of providing hea’thcare services to patients comprises a single reportable operating segment
u_ndér"SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information.
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3. Earnmgs per share = : ! ’ : !

VPR A ~ LT

Dlluted earnings per common and common equwalent share have been computed by dmdmg net income by the .
weighted average common and common equivalent shares outstanding during the respective periods. The weighted average
common and common equivalent shares outstandmg have been adjusted to include the number of shares that would have
been outstanding if vested “in the money” stock options had been exercised, at the average market price for the period, with
the proceeds’ bemg used to buy back shares (i.e., the treasury stock method). Basic earnings per.common share was computed
by dividing net income by the welghted1 average number of shares of common stock outstandmg durmg the year. The
followmg is a reconciliation of the dénominatof of basic and diluted earmngs per share (EPS) computatlons shown on the
face: of the accompanying consohdated financial statements:

i o . : . . e R N T
- : December 31 s
‘ 2004 T 2008 2006,
Weighted average common shares outstanding—basic............... 20,292,117 22 725 819 23,137, 966
. Effect of dilutive SECUTIHES ...t reesescnsescsssrisssnnnens Lo 7395851 977 E3s 855 375
Weighted average common and common equivalent shares : : ‘ S
outstandmg—dlluted ................. R PP R 21,031,968 23,703,65_3 - 23,993,341
AT . woe Voo s . U ! ‘ -
4. Marketable Securities o I cL i fowg o omor 2t
Marketable securities classified as available-for-sale consisted of the following " T !
. R . 4 .o v 4 '
R e a s - v ' t ’ ' " December 31,
. _ i 2005 2006
Auotron fate securltles cost‘ N _ - ‘ : ‘_"$_ 5450 000 $ P R
Auction rate securities, fair value : " 5 /450,000 .' ; — : "
Net unreahzecl gain (loss) S S et R 3 — 5 —
AT AN TS N DR :

At December 31, 2005 all of the Company 5 auctlon rate secunnes were mvested in obllgatlons of mdwldua] states

and political subd1v1510ns e G . .
IRE, voa v',,a PR P . e " P

5. Property and Equipment

Property and equipment consist of the _fol}lowin_g:, L

December 31.
_ -, 2005, . . 2006

. . SE PRI B PR [ TR . A T * . «
Land ....oveveee e LTV JUPTC S OUR SOOI Y 11 SUPUE AU U SRR Ererereres Vi B 4 5423504 8, 5,723,504 .
Buildings and leasehold improvements 37.487.,736 47,934,760 .
Office, computer and telephone EqUIPMENL ........cccovvevrrrevriesiereemeeeeseeesersraeniessssseseeeas 14,518,889 18,603,644
95,600,555 134,119,995
¢ 1,715,149 .. 2,039,947
oo , e YT 154745833 208,421,850
Less accumulated depreciation ............oiiiieeeeecese et sce e e et {43,152,233) (58,105,173)
111,593,600 150,316,677
COoNSrUCTION 10 PIOEIESS ...ooccrerevei s sere it rsevsrsesse s ersesesareraresesnesenesseseneseessasssens 1,803,749 2,062,341

$ 113397349 § 152,379,018
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6. Capital Lease Arrangements e e e e ]

The Company is the lessor of medical equipment under various capital lease arrangements. The lease terms are for
seven years, at which time the lessee can purchase the equipment at an agreed upon amount.

' [
The components of the investment in sales-iype leases are as follows: .
: i
. oo . o - - ST T 7 7 Décéember 31,
P . : »* - - v . e v - - 20“5 2006 -
'Mlmmum lease recewable ............... i $ 1344623 § 616,984
Less unearned interest income (116,882) (36,256) i

Net investment in sales-type 16ases........covvvmemirnnnsininnninninenggsnenn - L227741 . 580,728

Less current portion - i T (6ATO13) 7T (427,304) |
L | $ 580,728 § 153,424

2007 oot se sttt bbbttt Rt e et 3 456894
2008 I A eeeen T.:...:.T'.::f..‘......’... ........ :...t‘?’.‘.:‘...l:.'.....'. ..... eyl ..‘...‘.‘.‘....'.’..‘..T..‘.;:“:..:I:.....:..; ..... ‘:“.’.‘:‘.‘.':..Tl'....;....‘.....‘.?E....‘.. o 134,850
2009........feereeer S e e o ieeeeesssseeeses s b 215144
210 1 SOOI A BSOSO SO S ST ST AT SR et et f 10,096
2011 1oiveeeesesresesssoes raseeeda esee s ssese e eras s ses st ettt st st ettt AR RS e et —

, $ 6]6,984

“The Company leases certain equlpment under agreements; whzch are classified as capltal leases, These 1¢ases have ’
bargain purchase optlons at the end of the original lease terms. Capital leased assets included in property and equipment are

as foltows: s : "
T ";_ A o ) .: o ‘ .1 S N " December3l, ‘ )

+ + - P PR LTy ! s 2005, . 2006 v Aadfe !
EQUIPIIENT ..ottt ettt sa et sas bbbt bbb sa st $ 28,762,605 § 51.624811;
Less: accumulated amortization ... lecisiin s ivseeeonns it - (3,157,211) . (7,704,598)

$ 25605394 § 43,920,213,

L]

Amorllzatlon expense relating to capital leased eqmpment was apprommately $925 000, $1,829,000 and $4, 547, 000
for the years ended December 31, 2004, 2005 and 2006, respectwely, andi is included in deprecnatlon expense in the.
consolidated. statements of i mcome and comprehl nswe income.
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7. Goodwill and Intangible Assets

Intangible assets consist of the following: . gt ' LN
. h ‘ - Decemuer 31, 2065 ’
L - * Accumulated’ 40
! Intangible assets subject to amortization (definite-lived) Gross Amertization Net
Noncompetc agreements..:..:..—. ................................................... $ 7974934 §  (1,530,753) § 6,444,181
35,000 (7,.500) 27,500
, ’ i 8,009,934 . (},538253) 6,471,681
Iu—tnngible assets not uubject to amortization (indefinite-lived) *
Certificate of need.licenses ............. verias . ..... 302,229 — C302,229
R o $ 8312163 § (1,538253) § 6,773,910
R : R R TR t . dae " i
- December 31, 2006
- ) o , Accumulated
Intunglblc as\cts subjccl to amurtlzatlon (del"nltc-lived) Gross Amortization Net .
- Noncompete agreements ...... e SR e $ 10, 418 536 §  (3,263,225) § 7 155311
. Other liCenSes .......ccoiviviriiire st s _ 332 500 C(194,000) 141,500,
_ - . 10,751,036 (3,454,225) 7,296,811
3 LT
* Intangible agsets not subject to amortization (indef’nile—llived)
Certificate of need licenses-..........co.;oivvionnninscionniennn - 302,229 00—, 302,229
' .. Jlro $ -t n 1053,265 $  1(3,454,225) § 7,599,040

years: - .-

The changes in the carrying amount of goodwill are as follows:

“Estimated future amortrzatlon expense is as follows at Dccember 3 l 2006

#f o

1,271,007

b

Amortization expense relating to intangible assets was approximately $253,000, $960,000 and $1,916,000 for the years
ended December 31, 2004, 2005 and 2006, respectively. The welghted -average amortization period is approximately 6.3

et .

1,660,751
1,419,320

1224309 ' -

1,129,771

Year Ended December 31,

2004 2005 2006
Balance, beginning of Year ..ottt $ 24915162 § 35442050 $ 66,537,332
Goodwill recorded during THE YEAT veveevieeectrerer et e 10,526,888 29,741,834 71,332,136
Earn-out calculations .. - — 1,353,448 1,069,831
Adjustments to purchase price allocat:ons ................................................. — — {153,970)

Balance, end of Year ...

8. Acquisitions

$ 35,442,050 § 66,537,332

$ 138,785,329

On June 23, 2004 the Company acquired the assets of Devoto Construction, Inc., which was owned by certain directors

and officers for approximately $3,528,000 through the issuance of 271,385 shares of the Company’s common stock. Devoio
Construction, Inc. performs remodeling and real property improvements at the Company’s medical facilities and specializes
in the construction of radiation medical facilities. The purchase of Devoto Construction, Inc. was a strategic fit for the
Company as it continues to expand its operations into new markets. The purchase price was allocated to net tangible assets of
34,000, an intangible asset of $35,000 amortized over 7 years and goodwill of $3,489,000,
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On September 21, 2004 the Company acquired the operations and medical and office equipment of two radiation ¢
centers in New Jersey. The Company determined that the purchase provided an entry into the state of New Jersey with the ,
potential to add value in providing advanced treatment services to the community, The Company also completed.the purchase
of a third center.in Willingboro, New.Jersey, on October 18, 2004, completing the acquisitions of the planned three centers in
that state. The fair value of the assets acquired, including intangible assets, was approximately $10,569,000. The purchase |
price was allocated to tangible assets of $2,851,000; $680,000 as a non-compete amortized over eighteen to twenty four
months and goodwill of $7,038.000. The consideration given for-the acquisition included $7,809.000 cash, payments of direct
costs relating to due diligence of $160,000, the assumption of capital lease financing of $2,226,000, and the assumption of |
$100,000-in liability for assuming a physician employment contract and other liabilities of $174,000..In addition,.the ;
purchase 'of the third-centeriincludes a deferred puichase price contingent on maintaining a certain level of earnings before !
interest, taxes,.depreciation and amortization and providing for payment of a certain percentage over the base level annually
during the following three fiscal years. During 2005 and 2006, the amounts paid-for the deferred purchase price eontmgency
were approxrmately $36 000 and $110,000, respectively, which were recorded as additional goodwill. S

a- \ T ' . . -, N . ' ‘}

On Apnl 1, 2005 the Company sold a 49 9% mterest ina jOlHt vemure that was formed to operate a treatment center!
located in Berlin, Maryland The interest was sold to a healthcare enterprise operating in the-area for $1.814,000. The . .
Company realized a gain of approximalely £982.000 on the sale of'the interest. N A Cp

“In Aprll 2008, the Company acqulred a 60 %% mterest in a smgle radiation therapy lreatment center located in ", h
Martinsburg, West Virginia for approximately $662 000. The Company operates the facmty as part of its Central Maryland
local market..Under the. terms.of the agreement, the Company partners with a university hospital system and manages the
facility. The Company determined that the purchase.of the radiation therapy center would provide an expansion into the

Central Maryland local market and add value in providing advanced treatment services to the community. The allocation of
the purchase price was to tangible assets of $369,000, certificate of need license of $163, OOO goodwﬂl of $324,000 and
assumed liabilities and minority interest of $194,000. !

. In May 2005, the Company acquired five radiation treatment centers located in Clark County, Nevada from Associated
| Radiation Oncologists, Inc. for approximately $25,969,000,.plus-a three-year contingent earn-out. This acquisition positions
the Company as'the largest operator of radiation oncology treatment centers in the state of Nevada. The allocation of the 4 .
purchase price was to tangible assets of $5,442,000,.non-compete agreements of $3,294,000, amortized over six years, and .
goodwill of $1:7,233,000. At December 31, 2005 and'2006, the Company accrued approximately $1,317,000 and $959, 000
respectwely in earn- out payments and recorded the amount as additional goodwill.

" In June 2005, the Company acqmred four radiation treatment centers located in the markets of Scottsdale, Arizona, A
Holyoke, Massachusetts, and-two centers in Maryland for approximately $16,215, 000. This acquisition provides the
Company its first éntrance into two new local markets in Arizona and Massachusetts. The two centers purchased in Maryland

-, will-further expand the Company’s presence in its Central Maryland local market. The allocation ‘of the purchase price was to
' tangrble assets of $1,072,000, non-compete agreements of $2 958 000 amoruzed over perlods rangmg from l 5 years to 10
years, and goodwrll of $12,185, OOO

t

' 1

*

“in December’ 2005, the Company acquired the assets-of a urology practice with four office locations in southwest - b
* "Florida-for approximately $348,000.'The urology practices provide additional service and treatment protocols to our patients
with prostate cancer and other urological diseases. The-total purchase price was allocated to tangible assets. " 1

3

In January 2006, the Company acquired the assets of a radratlon treatment center located in Opp, Alabama for., . P
- approximately $1,800,000. Thecenter purchased in Alabama will further expand the Company’s presence in its Southeastem
.'Alabama local market The allocatlon of the purchase price is to tangible assets of $304,000, non-compete agreements of
' $230,000, amortized over 2 years, and goodwill of $1,266,000.

In May 2006, the Company acquired the assets of a radiation treatment center located in Santa Momca Calrfomra for
approximately 811 ,972,000! The consrderatlon g-wen for the acdquisition mcluded approxrmately $11,155,000 in cash and
$817, 000 in an assumed capital lease obligation. The’ cénter purchased in California further expands the Company’s presepce
into a second local market in the California area. The allocation of the purchase price is to tangible assets of $910,000, non-
compete agreements of $870,000, amortized over 7 years, and goodwill of $10,192,000. :

In August 2006, the Company acquired the assets of a radiation treatment center ocated in Bel Air, Maryland for 1;
approximately $6,812,000. The consideration given for the acquisition included approximately $6,805,000 in cash and |
$7,000 in assumed liabilities. The center purchased in Maryland will further expand the Company’s presence into its Central
Maryland local market. The allocation of the purchase price is to tangible assets of $2,470,000, non-compete agreements of
$10,000, amortized over 3 years, and goodwill of $4,332,000.
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In September 2006, the Company acquired the assets of a radiation treatment ceriter located in Beverly Hills, California
for approximdtely $19,099,000. The center purchased in California will further expand the Company’s presence in its Los+
‘Angeles local market complementing the Santa Mohica radiation-center purchased in May 2006. The allocation of the -
purchase price is to tangible assets of 3?38 000 nef- compete agreemems of $858,000, amomzed over S years, and’ goodw-.ll
of $17,503,000. - )

ln November 2006, the Company acquired a cluster network of radiation treatment centers in Southeastern Michigan .
for approximately $47,131,000. The consideration given for-the acquisition included approximately $41,512,000 in cash and
$5,619,000 in assumed liabilities. The acquisition provides the Company an entrance into a new local market. The allocation-

- of the purchase price is to tangible assets of $9;140,000, and goodwill of $37,991,000. Additionally, $3;300,000 of the

_purchase price.will.be held in escrow pending receipt of a consent froin a hospital regarding a ground lease at'one of the .'r -
centers and to satisfy any indemnification obligations of the sellers related to warranties, representations and covenants under
the agreement. Upon receipt of the requiréd hospital consent; the Company is obligated to acquire all of sel!ers ownership
interests in a Michigan co-parmershlp, relating to the leasehold assets at one of the centers, for a purchase price of
$2,950,000. In addition, in conjunction with the acquisition’of the treatment centers, the Company dedticted $5,280,000 from
the purchase priceto fund-estimated tax liabilities of the'entities acquired, whlch represents the majority of thé assumed - -
liabilities of $5,619,000. The amount deducted is being héld inan escrow account maintained by the Company’s legat
counsel pending the filing of tax returns and payments associated with this potential tax liability. Fifty percent of any excess
of amounts being held in escrow over the tax liability of the entmes w1ll be returned to tl;le seller ‘ _

'‘During the fourth quarter of 2006, the Company acqunred thie assets of several urology and surgery practices within '
southwest Florida for approximatély $619,000. The'urology and-surgery practices provide additional service and treatment - :
protocols to our patients with prostate cancer and other urologlcal dlseases' The allocatlon of the purchase pnce is to tanglble
assets of $570,000, and goodwill of $49,000. o S

[ht

r

Allocation of Purchase Price .

¢ T T ot LI

- The purchase prices of these transactlons were allocated to the assets acquired and llabllmes assumed based upon their«
respective fair values, The operations of the foregomg acquisitions have been included in the accompanying consolidated
statements of income and comprehensive income from the respective dates of ae'quisition The. following table summarizes :
the allocations of the aggregate purchase prlce of the acqursmons mcludmg assumed llablhtres and direct transaction costs.

s
s . [T AP n .

2004 2005 2006

Fair value of net assets acqunred excludmg cash N N - T :
Accounts receivable, net R TR LRSI L. K i 305,000 0% b —
IOVENLOTIES ..o..ocvvve v it oo, I N 7 o
Other curtent assets ...ovorovererrrrrrnrnre. e, S A S — 7710000 T 487,000
Other non-current assets " o e — Y 7201,0000 7 81,0007 5,000
Property and SQUIPIMENL.................oo.oveotsressseemseeeseseereeeesssereseressseseesesssssssesersens 2,654,000 © 6,763,000" - 13,620,000
Intangible aSSets................... eepeeeeeeesee e sseenn eeeeeeereoeeeosesoonene i, 715,000 . 6,415,000. . 1,968,000
Goodwill ; ereetentenns ; : . 10,527,000 -, . 31,095,000, . 72,402,000
Current liabilities : foai, s a s, e (185,000) - . . (5,626,000)
LONZEIM AEDE....veieeueiieceriece s setst et ae s sesasr et — (817,000)
Mmorlty INtETeSt oeenenraenenes ettt e e e s SR S 1 o= T 9,000y - —

. o T T M T4097000 S 44,547,000 S 82,059,000

Moy T . \

9. lmpalrment Loss

Durmg 2003, the Company mcurred an 1mpa1rmem loss of 8 2 mllhon for the write down of leasehold improvements
in connection wnth the consolldatlon of two Yonkers, New York based treatment centers within the WestchesterlBronx local
market

. [ 1 - Coe
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10. Income Taxes - . ,,. S
Significant components of the i income tax prowsmn for the year ended December 31, 2004, 2005 and 2006 areas
follows:

“Yenr Ended December 31,

2004 1005 2008 |
Current provision: ~  ~ . !
Federal............... eetererrreeeeeeereereeearereagneeees R, s $. 5 112, 875 $ 14,994,469 $ 15,53?,3"17
SHALE .erce e eceer s eesere s seees e e A L LSBT 1499447 1301264
Deferred provision (benefit): o ST . A
FOARTAL ..o s Csg02010 | (784.299) 1976615
- State e, et e e e .. 1,605,457 (78430) . 165,522
Total income tax provision ........................... e eeeaieauee e et ebees e e et en e e e e sarens s 22,846,460 »-$', 15,631,187 $‘ 18,98_2,718
e, . . T . [

A reconciliation of the statutory federal i income tax rate to the Company’s effectlve income tax rate on income before
income taxes for the years ended December 31, 2004, 2005 and 2006 are as follows o 4

. i

[ S Year Ended December 3],'—. [

o et 2004 - 005 - 2006

Federal Statutory rate ... e S N ’ 35 0% . 0350%  ° 35.0%
State income taxes, net of federal income tax benefit ............ e, e 34 29 29"

Income thx effect attributable to portion of year the Company was recognized as an
S-Corporation for federal income tax purposes ... trecerreeee e (20.0) - =

Income tax effect of conversion from an S-Corporation to a C-Corporation .............. 52.7 — —
L 113 RSOOSR SE U ST OO SUPU T SURTOTUSURUE SOTCOTUTUSURUEOUURYTRS USRS 0.2 0.6 0.6}

Total income tax provision..............ccveeeennen, e Leeeneereieanend Teeee e - 71.3% 38.5% 1+ 385%

!
The Company provides for income taxes using the liability method in accordance with Financial Accounting Standards
Board Statement No. 109, Accounting for Income Taxes. Deferred income taxes arise from the temporary differences in the
recognition of income and expenses for tax purposes Deferred tax-assets and liabilities are comprised of the followmg at
December 31, 2005 and 2006: : ‘

e _ ’ . o o 2005 . A_zooc.
Deferred inéome 1ax assets: ‘
Provision for doubt)ful BOCOUNTS 1.uureriiesisisisisiiebsies s seibesies o s s babaasssesatabssssssasasatarssssss g 3,009,035 % 4,206,445
State net operating loss carryforwards 115,510 848,534
Deferred rent lability ..ot SOSR NP T TN LT 593,839 ° 647,818
Intangible assets ..... I BN P NN RN e s . 717,840 782,100
' - LT 3,333,591 4,182,611

- 1,232,216 | 992 847
w8 9,002,031 % 12,660,355

Deferred income tax liabilities: o S R
Property and equipment . _ : W . reenzieeneee 3 (14,555970) $ - (18, 579 ,305)
CINEANEIBIE ASSEIS ...coiii it e e s eae e (3,236,382) (5, 085 174)
Income tax effect of conversion from an S-Corporation:to a C- Corporatlon....-..,..-....-.-... ‘ (3;876,611) . (1,976,610)
Prepaid expense (787,176) .- (2.,098,586)
Partnership mterests ‘ (2,7_81,?38)' (3,0&4,055)
Other sl e ' 108,892y - (323,500

LN o : ' . H h - . —— —

Total deferred tax liabilities A . : . , . (25,346,769) . -(31,147.230)
Net deferred income tax liabilities............ SR " et " 8T (16,344,738) 8 (18,436,875)
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At December 31, 2005, and 2006, state net operating loss carryforwards, primarily in Florida and Kentucky expiring in
years 2011 through 2025, available to offset future taxable income approximated $2.6 million and $18.6 million,
respectively. Utilization of net operating loss carryforwards in any one year may be limited.

11. Long-Term Debt
The Company is obligated under long-term debt agreements as follows:

.. S . L December 31,
2005 2006

$150,000,000 Senior Credit Facility {Term B portion) with interest rates at LIBOR or
prime plus applicable margin, coltateralized by substantially all of the Company’s
assets. At December 31, 2005 and 2006, interest rates were at LIBOR: and prime plus
applicable margin, ranging from 6.53% to 7.75% and 7.1% to 8.5%, respectively, ‘ )
due at various maturity dates through December 2012..........coovvvveeimnsvosesseceerescrcrsnnn $ 100,000,000 3 98,550,000
$140,000,000 Senior Credit Facility (Revolving Credit portion) with interest rates at : . :
LIBOR or prime pius applicable margin, collateralized by substantially all of the
Company’s assets. At December 31, 2006, interest rates were at LIBOR and prime
plus applicable margin, ranging from 6.87% to 8.25% due at varmus maturity dates ‘
through March 2010...............coivermrermmnneereessessseseesses s soss et es e eeee s eees s C — 66,700,000
Capital leases payable with various monthly payments plus interest at rates ranging
from 3.9% to 11.4%, due at various maturity dates through December 2011 and
collateralized by leasehold improvements and medical equipment with a net book

value of $25,605,394 and $43,920,213 at December 31, 2005 and 2006, respectively . 23,463,245° 39,994,038
‘ o . . 123,463245. 205,244,038
LSS CUITENE POTLIOM -ttt e e e e ez re e e s s et as e s e e e s e e (6,506,254) (12,284,849

$.116956,991 § 192,959,189

Maturities under the obligations described above are as follows at December 31, 2006: ‘ '

2007 ooy sessesesesegieeese s sensenen e bR e $12,284.849
© 2008 e S SON SN 10,682,599
p1111L B S ettt e y 9,607,643
2000 ettt s e 74,927,307
2011 oo e 4,191,640
Thereafter............ ettt estaara—ataeeeee et eeeetaeeeeeseeeeetar e et etereatase et eae vt nreaan e et enerasenenanesnenrasasesaseaen 93,550,000

$ 205244038

At December 31, 2005 and 200'6,jtlie prime interést fé;e wé.s 725% and 8.25%, réépectively. )

" On March 18, 2005 the Company amended its third amended and restated senior secured credit facility principally‘to
increase the Term A loan to $35 million and increase its revolving credit commitment from $80 million 10 $140 million. Per
the armendment, the interest rate spreads on the Term A loan and on the revolver were reduced overall by 25 basis points. The
amendment extended the maturity date of the Term A loan and the revolver to March 15, 2010, . ‘

On April 26, 2005 the Company amended its third amended and restated senior secured credit facility principally to
increase the aggregate amount of permitted acquisitions from $25 million to $45 million and to obtain consent on the
purchase of five radiation treatment centers located in Clark County, Nevada. As a result of its refinancing in March and
April 2005, the Company 'wrote-off approximately $579,000 of financing costs-capitalized in connection w1th its previous
credit facility. : : _

) On December 16, 2005, the Company Er};ered into a fdurth amended and restated senior secured credit facility
principally to provide for a $100 million Term B loan. The fourth amended and restated senior secured credit facility
provides, subject to compliance with covenants and customary conditions, for $290 million in borrowings consisting of: (i) a

$100 million Term B loan, (ii) a $50 million accordion feature, which allows the Company to increase the aggregate principal

amount of the'Term B loan to'$150 million, and (iii) a $140 million revolver. The Company used the proceeds of the $100
million Term B loan to pay off its pre-existing Term A loan as well as the borrowings drawn on its $140 million revolver,
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On November 14, 2006, the Company amended its fourth amended and restated senior secured credit facility to :
exclude the acquisition of the radiation centers in Southeastern Michigan from the total permitted acquisition amount
threshold of $62 million in 2006, increase the amount of the 2006 permitted capital expenditures t¢ $50 million, and i merease
the amount of purchase money indebtedness outstanding at any time from.$40 million to $70 million.

The Term B loan requires quarterly payments of $250,000 and matures on December 16, 20I2 The Term B loan
initially bears interest either at LIBOR plus a spread of 200 basis peints of a specnf jed base rate' pIus a spread of 50 basis
points, with the opportunity to permanently reduce the spread by 25 basis points on LIBOR and base rate loans after six
months, provided the Company’s leverage ratio is below 2.00 to 1.00. At June 30; 2006, the Company’s leverage ratio was l
below 2.00 to .00 and the interest rate on the Terin B loan was reduced by 25 basis points. e

l

The revolver will mature on March 135, 2010. The revolver bears, mterest either at LIBOR plus a spread ranging from i
125 10 250 basis points or a specified base rate plus a spread ranging from 0 fo 100 bsis points, with the exact spread
determined upon the basis of the Company’s leverage ratio, as defined. The Company is required to pay a quarterly unused |
commitment fee at a rate ranging from 25 to 50 basis points on its revolvmg lme of credit determined upon the basis of its '

leverage ratio, as defined. ‘

o . B T PR ..

The fourth amended and restated senior secured credit facility is se¢ured By a plédge of substantially all of the
Company’s tangible and intangible assets and includes a number of restrictive covenants including limitations on leverage, | "
capital and acquisitions expenditures and requirements to maintain minimum ratios of cash fiow to fixed charges and cash l
flow to interest. Under the terms of the Company’s fourth amended and restated senior secured credit facility; borrowings *; ‘\
under. |ts revolver are based on rninimum incremental amounts of not less than $500 000 for BASE rate loans and not less l
than $l 000,000 for LIBOR rate loans. Unused amounts under the revolver pomon of the senior secured credrt fac1l|ty 1ncurs
a commitment fee charge based on the Company’s leverage ratio ranging from 25 basis points to 50 basis points. ‘
12. Unconsolidated Joint Ventures '

" The Company currently mamtams equrty mterests in three unconsohdated Jomt ventures mcludmg a 37% mteresl Wllh
a hosprtal for the ownership of assets ‘used for the delivery of radiation oncology services, a 50% intefest in a _|omt venture -

with a freestanding radiation oncology center and a 40% interest in a joint venture with a PET i imaging facrlrty :

The Company utilizes the equity method to account for its investments in the unconsolidéted joint ventures. At i
December 31, 2005 and 2006, the Company’s investments in the unconsolidated joint ventures were approximately $0.8
million and $1.2 million, respectively.

'
PN

t

. ) DecemberJl, ' ‘ ’ ‘i
S " I ' 2005 2006 A

 Total assets,........... et § 3,716,684 § 4201469 1
v Liabilities................ S OSSOSO e 1,651,678 8 1,053,656 !
Shareholders equ1ty 2,065,006 3,147,813
Total liabilities and shareholders’ e(iuity ....................................................... § 3716684 & 4,201,469
- - . s o . B I : VR T, . .
.. T ' i o “' - 4 - ¥ear Ended December 31, 5
P e R AU AR T s pyey:
Revenues.......... e s » s 83289098 '$. 2846491 '§ 2,226,162
EXPEINSES........oooiepeeeesereresoscohonsissssns ey sspasgossssssssosp o snss ooy ' 2,903,971 13,999,229 2492 393
Net income (]oss)....-...-. ....... it AL e e M s T SN S $ 386,027 % (1,152,738).§% (266,231)
. = . N R s . . R e T " T oa — . — . T . - T
o T T e N LA F e It SR WL R i
! it Bt o L ny R B - : ]
HARIE J N A TVR R I . [ - !

o . A I . o \ . .-
T TR BB A LR DI AT (A0 L AR VO PR A Cs [ -
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A summary of the changes in-the equlty investment in the unconsolidated joint ventures is as follows ST

=1 R LTI ) . FA A | T . LR

, Balance at January 1,2004 .............. S frrsesteee e SNSRI SRTSRRURI OO S 1 228 886
Equity interest in net income of joint ventures................. Gorrrent et ben e , 193,014 ., -
Balance at December 31, 2004 ........cooommiimrriiiecs s ) 1,421,900
Capital contributions in jomt VEDRIFE oo ‘ ....... P L. 84124
Distributions from JOINE VENIUTE ..ccvocivmiiiicieieeceeiessnissseseseepesseennenns - (235,000)
Equity interest in net loss of joint VENLUres ................. SRR s e (467,872).
Balance at December 31, 2005 ...l i e et .= T 803,151
Capital contributions in joint VENUIe...........cccoovvnnriinirannnens SR 339,659
. Equity interest in net loss of joint. ventures _ o — o (127,740)
* .. . Balance at December 31, 2006_ ....... el 8 1,215,070

. c .- A O T
During 2005, one of the unconsolidated joint ventures sold a redundant facility for approximately $0.5 million realizing
a loss of approximately $0.9 million. A cash c}istrinution was made from the proceeds of the sale.
. . PR P S, ‘ FRENC I

13, Commitments and Contingencies _ e L
Letters of Credit e : C . e ST

The Company issued to the lessor of one of its treatment centers an unconditional arid irrevocable letter of crédit i in I:he

amount of $300,000'to serve as secunty for the performance of the assngnees obllgatlons under the lease
P 1.

Lease Commitments

The Company is obligated under various operating leases for office space and med1ca1 equrpment Total lease expense
incurred under these leases was approxnmately $7 163, 000 $10 115, ;000, and $1 2,270,000 for the years ended December 31,
2004, 2005 and 2006 respectlvely

. - 2. . . [ W

Future ﬁxed minimum annual lease commltments are as follows at Deeember 31, 2006:

Yy "

P Sublease . Net Rental

) ] Commitments Rentals Commitments
2007 it i everene SRR SO SO S e et e e $ 11,086,099 § 328,002 § 10,758,097
2008 et bbbt SRR RS R b bbb et bs 10,530,779 328,002 10,202,777
2009 overeeoer. R S aEereeessssseseesemees e s eeesmeseeseeeeeeeees s eeseteon 10,557,063 328,002 10,229,061
2010. oo eeeasesen e b e s et eemsee e s s esen e et s eneen 9,936,209 426,403 9,509,306
2011 ... e g T SO S 9,700,459 426,403 9,274,056
Thereafter. ..ot OO UUTPRIUOIOPR . 76,518,310 1,279,208 . 75,239,102

$ 128328919 '§ 3,116,020 § 125212,899

.. o .. 0 :" " )

Thé Company leases land and space at its treatment centers under operating lease arrangements expiring in various
years through 2044. The majority of the Company’s leases provide for fixed rent escalation clauses, ranging from 2% to 5%,
or escalation clauses tied to the Consurnér Price Index. The rent expense for leases containing fixed rent escalation clauses or
rent holidays is recogmzed by the Company on a straight-line basis over the lease term. Leasehold |mpr0vements made by a
lessee that are funded by landlord incentives or allowances are recorded as leasehold improvements. Leasehold: -
_ improvements are ‘amortized over the shorter of their estimated useful lives (generally 39 years or less) or the related lease
- 'term plus anticipated renewals when there is an economic penalty associated with non-renewal. An economic penalty is
" deemed to occur when the Company forgoes an economic benefit, or suffers an economic detriment by not renewing the
lease. Penalties include, but are not limited to, impairment of existing leasehold improvements, profitability, location,
uniqueness of the property within its particular market, relocation costs, and risks associated with potential competitors
utilizing the vacated location. Lease incentives are recorded as deferred rent and amortized as reductions to lease expense
over the lease term.

Concentrations of Credit Risk

Financial instruments, which subject the Company to concentrations of credlt I’lSk consist principally of cash and
accounts receivable. The Company maintains its cash in bank accounts with highly rated financial institutions. These
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: |

accounts may, at times, exceed federally insured limits. The Company has not experienced any losses in such accounts. The ;
Company grants credit, without collateral, to its patients, most of whom are local residents. Concentrations of credit risk with
respect to accounts receivable relate principally to third-party payers, mcludmg managed care contracts, whose ablhty 10 pay
for services rendered is dependent on their fi nancml condmon .

| o
|

|

‘

Legal Proceedmgc

Lo

The Company is involved in certaln legal actions and clalms arlsmg in the ordmary course of its business. It is lhe
opinion of management, based on advice of legal counsel, that such litigation and claims will be resolved without material
adverse effect on the Company’s consolidated financial position, results of operations or cash flows. :

On April 13, 2005, the Company was served with a shareholder derivative lawsuit filed by Steven Scheye, deri_valiveliy
on behalf of nominal defendant, Radiation Therapy Services, Inc., against certain officers of the Company, all of the i
members of its Board of Directors and the Company as nominal defendant (Circuit Court for the. Twentieth Judicial Circuit,
Lee County, Florida; Case No. 05-CA-001103). The complaint alleges breach of fiduciary dutjes and states that this action is
brought for the benefit of Radiation Therapy Services, Inc. (the Company) against the members of its Board of Directors. The
complaint contains allegations substantially the same as-those raised in the purported class action lawsuit filed by the Kissel
Family Trust in September 2004 in the United States District Court, Middle District of Florida that was voluntarily dismissed
without prejudice. The complaint alleges breach of fiduciary duties of loyalty and good faith as a result of entering into
related party transactions and agreements and seeks to recover unspecified damages in favor of the Company, appropriate .
equitable relief and an award to plaintiff of the costs and disbursements of the action including reasonable attorney’s fees. |
Based on its review of the complaint, the Company believes that the derivative lawsuit is without merit and has moved for
dismissal of the complaint. The court has not yet ruled on the Company’s motion to dismiss the complaint. The Company i is
obligated to provide indemnification to its officers and directors in this matter to the fullest extent permitted by law. Since by
its inherent nature a derivative suit seeks to recover alleged damages on behalf of the company involved, the Company does
not expect the ultimate resolution of this derivative suit to have a material adverse effect on its results of operations, tmanc:al
position or cash flows.

Acquisitions . . . . ) Lo

The Company has acquired and plans to continue acquiring businesses with prior operating histories. Acquired ‘
companies may have unknown or contingent liabilities, including liabilities for failure to comply with healthcare laws and
regulations, such as billing and reimbursement, fraud and abuse and similar anti-referral laws. A]Lhough the Company
institutes policies designed to conform practices to its standards followmg completion of acquisitions, there can be no
assurance that the Company will.not become liable for past activities that may later be asserted to be improper by private
plaintiffs or government agencies. Although the Company generally seeks to obtain indemnification from prospective sellers
covering such matters, there can be no assurance-that any such matter will be covered by indemnification, or.if covered, that
such indemnification will be adequate to cover potential losses and fines. . o : oy

il
{

.
- . . . B [ . T
L S LI . ! - l

Employment Agreements « - : oL ‘ - o, no

The Company is party’ o employment agre=mems with several of its emp]oyees that provide for annual base salanes:,
targeted bonus levels, severance pay under certain conditions and certain other benefits: -

Tax Indemnification Agreements ,. - i . : ‘ S e R

Prior to the consummation of the Compan3 s initial public offering (“the Offering”), the Company enteréd into S -
Corporation Tax Allocation and Indemnification Agreements (the Tax Agreements) with its then current shareholders
relating to their respective income tax liabilities. Because the Company is fully subject to corporate income taxation after the
consummation of the Offering, the reallocation of income and deductions bétween the periods during which the Company+
was treated as an S corporation and the periods during which the Company is subject to corporate income taxation may '
increase the taxable income of one party while ducreasing that of another’ party 'Accordmgply, the Tax Agreements are "
intended to include provisions such that taxes arc: bore by the Company, on the one hand, and the shareholder on the other
only to the extent that such parties were required to report the related income for tax purposes.

14. Retirement Plan

The Company has a defined contribution retirement plan under Section 401(a) of the Internal Revenue Code {the
Retirement Plan). The Retirement Plan allows all full-time employees after one year of service to defer a portion of their |
compensation on a pre-tax basis through contributions to the Retirement Plan. The Company matches a portion of these
contributions based upon an employee’s length of service. The Company’s matching contribution for the years ended |
December 31, 2004, 2005 and 2006 was $415,000, $530,000, and $637,000, respectively.
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15. Stock Option Plan and Restricted Stock Grants -
Stock Option Plan K

In August 1997, the Board of Directors approved and adopted the 1997 Stock Option Plan (the 1997 Plan). The 1997
Plan, as amended in July 1998, authorized the issuance of options to purchase up to 3,660,000 shares of the Company’s
common stock. Under the 1997 Plan, options to purchase common stock may be granted until August 2007. The Company
believes that such awards better align the interests of its key employees with those of its shareholders. Options generally are
granted at the fair market value of the common stock at the date of grant, are exercisable in installments beginning one year
from the date of grant, vest on average over five years and expire ten years after the date of grant. The 1997 Plan provides for
acceleration of exercisability of the options upon the occurrence of ceftain events relating to a change of control, merger, sale
of assets or liquidation of the Company. The 1997 Plan permits the issuance of either Incentlve Stock Options or
Nongqualified Stock Options. ) ) . -

In April 2004, our Board of Directors adopied the 2004 Stock Incentive Plan under which the Company has authorized
the issuance of equity-based awards for up to 2,000,000 shares of common stock to provide additional incentiveto
employees, officers, directors and consultants. In addition to the shares reserved for issuance under our 2004 stock incentive -
plan, such plan also includes (i) 1,141,922 shares that were reserved but unissued under the 1997 Plan (ii) shares subject to
grants under the 1997 Plan that may again become available as a result of the termination of options or the repurchase of
shares issued under the 1997 Plan, and (iii) annual increases in the number of shares available for issuance under the 2004
stock incentive plan on the first day of each fiscal year begmmng with our fiscal year begmmng in 2005 and ending aﬁer our
fiscal year beginning in 2014, equal to the lesser of:  ~

* 5% of the outstanding shares of common stock on the first da)f of our fiscal year,
« 1,000,000 shares; or ' o : .

*  an amount our board may determine.

Pursuant to the 2004 Option Plan, the Company can grant either incentive or non-qualified stock options. Options to’
purchase common stock under the 2004 Option Plan have been granted to Company employees at the fair market value of the
underlying shares on the date of grant. The Company issues new shares as option exercises are executed through the
Company’s transfer agent.

Options generally | are granted at the fair market value of the commion stock at the date of grant, are exercisable in
installments begmmng one year from the’ date of grant, vest over three to ten years and explre fen years after the date of grant.

In June 2004, options were granted to consultants to provide services for healthcare reimbursement efforts and to an
independent contractor to provide advice with respect to business opportunities in the state of New York. The Company
recognized compensation expense on these options of $408,000 and $116,000-for the years ended December 31, 2004 and ™
2005, respectively. Compensation expense is measured as the services are performed and the expense is recognized over the
service period. The Company recognizes expense on these options based on the fair value of the option at the end of each
reporting period. Compensation accrued during the service period is adjusted in subsequent periods up to the measurement
date for changes, either increases or decreases, in the quoted market value of the shares covered by the grant. In February
2005, the consultants became employees of the Company. As a result of the change, compensatlon expense on the options is
no longer recorded.

Incentive stock options may be granted to key employees, inciuding officers, directors and other selected employees.
The exercise price of each option must be 100% of the fair market value of the common stock on the date of grant (110% in
the case of shareholders that own 10% or more of the outstanding common stock). Nonqualified stock options may be,
granted under the 2004 Option Plan or otherwise to officers, directors, consultants, advisors and key employees. The exercise
price of each option must be at least 85% of the fair market vatue of the common stock on the date of grant. -

At December 31, 2006, the fumber of optlcms outstandmg were 1,235,500 for Nonqualified Stock Options and 389,994
for Incentive Stock Optlons Under the 2004 Opnon Plan, there were 3 382,812 shares of common stock reserved for future
grants as of December 31, 2006.
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Transactions are summarized as follows:

! Weighted i
Number of Average
Stock Exercise Aggregate Intrinsic
v Options Price Value
Qutstanding at January 1,2004.. 1,710,719 § 2,72
Granted .......coovneevecenen. 1,745,000 = 13.00
Exerused ............................................................................................ (932,7006) 2.39
FOrTRIt Lot eee oo revees e et s te e seerata st e s sanaseeeseaes 27450y 5.54 . '
Outstanding at December 31, 2004 ..................................................................... 2495563 §  10.00 ,
Exerc:sed ....... TR N RN e RS0 SO S " (334,667) 4,88
Outstanding at December 31, 2005 . e 2,160,896 $  10.80- : L
Exercrsed...:..........................................., ............. v OO (335,402) . . 1118 - P
Outstanding at December 31, 2006 .........ccoociviiienieiiiniireeeeee et 1,625494 § 1067 § 33,890.518
Options exercisable at December 31, 2004 ...t cceraeeeneeenns 430,051 .$ 3 l9 ,
Options exercisable at December 31,2005 ...y 1939557 8, 1171 |
Options exerc:sable at December 31, 20060 e i errerreeerieeeenians feeenne e 1,493690 § 1 1.37 s 30,1051179
] ca L .. . X —— S f_ '

No options were granted during the year ended December 31, 2005 and 2006. The total initrinsic value of options :
exercised during the year ended December 31, 2005 and 2006 was approximately $4.9 million and $9.4 million, respective]y

" For ﬁJture option grants, the Company elected to use the Black-Scholes model to estimate the fair value. Future smck
option grants will use the expected volatilities blsed on thé historical volatility of the Company’s stock. The expected term of =
options granted represents the period of time the opnons granted are expected to be outstanding.. The risk- free rate is based on
the U.S. Treasury yield curve in effect at the time of grant. Exercise prices for options outstandmg as 'of December 31, 2006
ranged from $2.80 0 $13.00. =~ . . - . 7 , '

B _-f . N - ||

The followmg table provndes certain mformatmn w1th respect to stock options outstandmg at December 31, 2006:

Weighted

Weighted Average

P f . . oo . o oo Stock , Average Rcmaming

: . Options Exercise Contractual

Range of Exercnse Pnces s . Qutstanding Price Life

S1.91 - $2.80..ccccrvreserrrnons tenesensensncseressesssns s e . 131804 § 280 T 21
$3.00 oot eptaneossat s tees s tresee et b e oot sra et e 226200, , 301, ;3.
B7.33 - BU3.00 it sttt s e s e seea Aot e e s ennaranananananas 1,267,490 12.86 b 7.5
S ‘ L ‘ 1625494 8. 11067 6.4

r.‘

The fo]lowrng table prov1des certain 1nf01mat|on with respect o stock opttons exerc1sable at December 31 2006

. ' .- N ) T o , - Welghted
, , . ) Weighted Average
f Stock Average “Remaining
’ - Optiens -+ Exercise Contractual
Range of Exercise Prices Exercisable Price " Term
B3.00 e e e et en s e et st ene et 226,200 -§ - 3.01 31
B7.33 - BE3.00 e e ettt s e et bbbt 1 267 490 ]2 86 " 75
. 1,493,690 $ ll 37 :

Nanvested Stock Gram

- Restricted shares vest ratably over a 5-year per:od The fair value of the non- vested stock grants is measured on the

grant date and recognized in earnmgs over the requisite servrce period. -

v +
.
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The following table summarizes non-vested stock activity from December 31, 2005 through December 31, 2006:

Weighted Average

Grant Date
Shares Fair Value
Nonvested balance at December 31 2005 (e 7500 §$ 33.34
Shares granted..........oovvevsloevireiiiinire s 4,895 2849 -
SHATES FOFEIIEM ... oo ereeeesesessesesesese e seresees (4,895) 2849
Vested ...ooovnnnnnn. S e e (1,500) T 3334
Nonvested balance at December 31, 2006 ......ocovveveiviveereennns rereeneee . 6,000 % 33.34

N

As of December 31, 2006, there was approximately $192,000 of total unrecognlzed compensation cost related to
nonvested stock grants under the Plan. That cost is expected to be recognized over a weighted-average period of 3.8 years.
Pursuant to SFAS 123R, the approximate $241,000 of deferred stock compensation recorded as a reduction to shareholdérs’
equity at December 31, 2005 is no longer reported as a separate component of shareholders’ equity and has been reclassified
to additional paid-in capital. :

16. Related Party Transactions

The Company purchased nuclear medical and pharmacological supplies from a company which was majority-owned by’
certain of the Company’'s shareholders until June 2004. Purchases by the Company from this company was approximately
$627,000, for the year ended December 31, 2004, In June 2004, the Company’s shareholders sold their majority interest in
the nuclear and pharmacological supply company,

The Company leases certain of its treatment centers and other propemes from partnerships which are majority-owned
by certain of the Company’s shareholders. These related party leases have expiration dates through February 28, 2020 and
. they provide for annual lease payments ranging from approx1mately $30 000 to $463,000. The aggregate lease payments the
Company made to the enmles owned by these related parties were approxtmalely $2 672,000, $3,173,000, and $3,843,000 in
2004, 2005 and 2006 respectwe]y '

In October 1999, the Company entered into a sublease arrangement with a partnership which is owned by certain of the
Company’s shareholders to lease space to the partnership for an MRI center in Mount Kisco, New York. Sublease rentals
paid by the partnership to the landlord were approximately $528,000, $571,000, and $658,000 during 2004, 2005 and 2006,

respectively.

The Company provides billing and collection services to an MRI entity, which is owned by certain of the Company’s
“*shareholders. In addition, the Company charges the MRI entity for certain allocated cost of certain staff who perform services
- -on hehalf of the MRI entity. The fees received by the Company for the billing and collection services and for reimbursement
of certain allocated costs weré approximately $371,000, $332,000, and $368,000 in 2004, 2005 and 2006, respectively. The

" balance due from the MRI entity was approximately $33,000 and $18,000 at December 31, 2005 and 2006, respectively.

. The Company is a panicipéling provider in an oncology netv;rork, which is partially owned by one of the Company’s
shareholders. The Company provides oncology services to members of the network. Annual payments received by the
Company for the serwces were $419, 000 $384 000 and $619 000 durmg 2004, 2005 and 2006 respectlvely

The Company provided medical equ:pment tn radlatlon ireatment centers in Argentma Costa Rlca and Guatemala,

- which are owned by a family member of one of the Company’s shareholders. The Company discontinued sales to these

. centers in June 2004. Sales of medical equipment to these radiation centers was approximately $93,000 in 2004. Gain on the
sale of the medical equipment was approximately $8,000 in 2004.

) The Company contracted with a radiology group, which was partly owned by a shareholder, to provide PET scans to

our patients. The shareholder’s interest in the group terminated in May 2004. The Company reimbursed for services,
supplies, equipment and personnel provided by the radiclogy group. Purchases by the Company were approximately
$240,000 for the year ended December 31, 2004.

The Company maintains a construction company which provides remodeling and real property improvements at its
facilities. In addition, the construction company builds and constructs facilities on behalf of certain land partnerships which
are owned by certain of the Company’s shareholders. Payments received by the Company for building and construction fees
were approximately $1,310,000 in 2006. Amounts due to the Company for the construction services were approximately®
$390,000 at December 31, 2006. No payments were received by the Company in 2004 and 2005.
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Effective October 2003, the Company purchased medical malpractice insurance from an insurance company owned by
certain of the Company’s shareholders. The period of ¢ovérage runs from October to September. The premium payments
made by the Company in 2004, 2005 and 2006 were approximately $3,375,000, $4,096,000, and $7,981,000, respectively.

In California, Maryland, Massachusetts, N'Iichigari' Nevada, New YorK, and North Carolin, the Cic)lﬁpény'lhaintéihs ‘
administrative services agreements with professional corporations owned by certain of the Company’s shareliolders, who are
licensed to prz;ctlce medicine in sich states. The Company entered into these administrative services agreements in order to )
comply with the laws of such states which prohibit the Company from employing physicians. The administrative services
agreements generally. obligate t the Company. to provide treatment center facilities, staff, equipment, accounting services,
billing and collection services, management and administrative personnel, assistance in managed care contracting and
assistance in marketmg serwces Fees paid to the Company by such professional corporations under the administrative )
services agreements were approximately $26,702,000, $24,753,000, and $35,023,000 in 2004, 2005 and 2006 respectively. "‘
These amounts have been gliminated in consohdatlon i oo D Lte b e ot ey .

‘ U AT 0
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17. Pro Forma Disclosure (Unaudited)

- Pro Jorma taxes: The' Companyhad elécted tobe: taxed as an S corporation under the provnsnons of the ]ntemal -
Revenue Code. In connection with the closing of the Company’s initial public offenng‘m June 2004,.the.S corporatlon
election was terminated and, accordingly, the Company became subject to U.S. federal and state income taxes. Upon
termination of the S corporation election, current and deferred income taxes reflecting the tax effects of temporary
differences between the Company’s consolldated ﬁnanc:al statement and | tax basis of Certain assets and liabilities became
liabilities of the Company. These liabilities are reflected on the Consolidated balance sheets with 2 correspondmg expense in
the consolidated statements.of income and-comprehengive income. See note 1t “Income Taxes.”. The 2004 proforma net
income includes pro forma income taxes as if the Company were subject to tax during the respective;period using an effective
rate of appro:umately 40%.

- ‘-p. e * - l 4 .
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Note 18. Unaud:ted Quarterly Financial Information Lo o R

. The quarterly interim financial information shown below has been prepared by the Company’s management and is
unatidited. It should be read in conjuriction 'with the atdited consolidated financial statements appearmg herem o

STy . ws
! First T YT -Second- T - 'l'h[rd - Fourth
Total Revenues ............................................................................ $ 52419, 468 $ 54,443,727 s 56,014,269 $ 64,372,849
INEE IICOIIE 1.t eereseeessss e eeeeeeeeeeseeeeeeemeer s eesreses 6,297217 . . .7491'788 .. 4527149 . _ . 6,653,144
Earnings per share ' Peter By !
S BASIC s b3 028 % 033,88, 020 % 0.29
DHILLEA ..o oottt ee e een $ 027 § == 032 §&-- -~ 019-%- -=- 028
4 . o ; 2006 o0t Lo
' First Second - Third " Fourth
Total REVENUES. ,...c..ivveiciisesssrs s $ 73941647 3 72,631,222 $ 69,481,304 § 77,927,780
NELIBCOIME ..ot st st e s e s st e st s staae 8 856 626 ‘8,847, 886 iR 414 809‘- < 7,203,723
Earnings per share: .
BaSIC .eoiiiciiiciiit et e s $ 039 § 038 3 023 % 0:31

DIlUted .o s A 037 % 037 % 023 8§ 0.30

Note 19. Subsequent Event

In January 2007, the Company acquired a 67.:3% interest in a single radiation therapy treatment center located in
Gettysburg Pennsylvania for approximately $750,000. The Company also acquired a urology group practice in southwest
Florida for approximately $688,000.

F-29 !




SIGNATURES
* Pursuant to the i"equ'irements of Section 13 or IS(d) of the Securities Exchange Act of 1934, the registrant has-duly” '
caused this report to be signed on its_ behalf by the undersigned, thereunto duly authorized, on February 15, 2007.

s . 1

" RADIATION THERAPY SERVICES INC. '

By: .. /s/DaniiL E. Dosorerz, M.D...."
' Daniel E, Dosoretz, M.D. .. 1
Prendent Chlef Executive Ofﬁcer
and Dtrector

i ' v -

Pursuant to the requirements of the Securmes Exchange Act of 1934, this report has been 51gned below by the
following persons on behalf of the registrant in the capacities and on the date indicated.

r .
A" P . "

Name Title Date
/s/ HOWARD M. SHERIDAN, M.D . Chairman of the Board | | _ February 15, 2007
Howard M. Sheridan, M.D. : : ) ) o )
/s/ DANIEL E. DosORETZ, M.D. President, Chief Executive Ofﬁber'and Director = ' February'l 5, 2007
Daniel E. Dosoretz,M D. i (Prmc:pal Executwe Officer) - .‘ "o I- .
/s/ Davip M. KOENINGER - Executive Vlce President and Chlef Financial Officer February 15, 2007
David M. Koeninger * *(Principal Financial Officer) - - “ -
/s/ JOSEPH BISCARDI Corperate Controller and Chief Accountmg Officer Febrﬁary 15, 2007
Joseph Biscardi (Principal Accounting Officer) : : : :
/s/ JamMES H. RUBENSTEIN, M.D. " Medical| Director, Secretary and [')i;recto‘r L February, 15, 2007
. PN Lo : Vo . -
James H. Rubenstein, M.D.
s/ MICHAEL J. KATIN, M.D. Director - February 15, 2007
Michael J. Katin, M'D‘. . - -
/s/ HERBERT F, DORSETT, Director T February 15, 2007,
Herbert F, Dorsett - -
/s/ RoNALD E. INGE ° Director ~ * - DR February 15, 2007
Ronald E. Inge ’ )
/s/ LEO DOERR Director _ : - February 15, 2007
Lee Doerr . ) .
/s/ SOLOMON AGIN, D.D. Director ~ ~ Co ~ February 15,2007 '

Solomon Agin, D.D,
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Centers By State

76 treatment centers
cluster into 24 local markeis
in 15 states.

¢ Alabama 2 * Kentucky 3 * New Jersey 3

s Arizona 1 ¢ Maryland 5 * New York 6
* California 3 ¢ Massachusetts 1 e North Carolina 7
¢ Delaware 1 * Michigan 7 * Rhode Island 3
* Florida 24 e« Nevada 9 s West Virginia 1

Centers By Type
¢ Internally Developed - 22 ® Acquired - 44 ¢ Hospital-Based - 10

Board of Directors

Howard M. Sheridan, M.D.  Chairman of the Board

Deniel E. Dosoretz, M.D.  President, Chief Executive Officer
James H. Rubenstein, M.D.  Medical Director, Secretary
Michae! J. Kotin, M.D. Director '

Herbert F. Dorsett Director
Ronald E. Inge Director
Leo R. Doerr Director

Rabbi Solomon Agin, D.0.  Director

Executive Officers

Howard M. Sheridan, M.D.  Chairmaon of the Board

Daniel €. Dosoretz, M.D.  President, Chief Executive Officer
Jomes H, Rubenstein, M.D.  Medical Director

David M. Koeninger Chief Finoncial Officer
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—The RTSI Growth Strategy —

® Increase revenue and profitability of
existing treatment centers by increasing
palient referrals, expanding treotment
options utilizing advanced technology,
stondardizing treatment protocals, adding
additional radiation oncologists and
entering into additional payor
relationships

® Leverage over 20 years” experience in the
design, development and management
of radiation treatment centers to develop
new centers within existing regional
networks

® Enter new regions through ocquisitions,
internol development, strategic
altiances and joint venfures

Radiation Therapy Services, Inc.
2234 Colonial Boulevard

Fort Myers, Florida 33907
(239)931-7275
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